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PREFACE TO THE SECOND EDITION. 



Thb history of the theories dealt with in this book has not 
sen much affected by the researches of the last ten years. 
ke publication of the studcnt^a notes of Adam Smith's 
ttures and Dr. W. R. Scott's study of the philosophy of 
'rancis Hutcheson, have indeed thrown much additional 
fht upon the origin of the Wealth of Nations, but that 
ibject lies outside the limits laid down, and can be con- 
iniently treated by itself. The now information contradicts 
>thing in the present work, and confirms the conjecture of 
tapter VI., § 1. as to the manner in which the Smithian 
leme of Distribution was evolved. 

Certain critics of the first edition complained of its tone, 
it I have great hope that what appeared to be ill-tempered 
blasphemy in 1893 will now be seen to bo the calm statement 
undoubted fact. No suggestion of actual misrepresentation 
mistake in the history has reached me. Substantial changes 
lerefore do not appear to be called for, and my experience in 
)llating different editions of some of the greatest economic 
works does not incline me to regard extensive changes of an 
unimportant character with favour. Such changes generally 
add onneoessarily to the bulk of a book, almost always 
destroy its consistency, and invariably confuse and annoy the 
L0U8 student I have consequently resisted all temptations 
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to strengthen or modify arguments, and to add new 
quotations. 

The only changes in the text are the correction of a few 
misprints and grammatical blunders, the conversion of 'Mr. 
Giffen ' into ' Sir Bobert Giffen/ and the modification of one 
or two references to time which might have been confusing to 
the readers of a book dated 1903. In the references in the 
footnotes several alterations have been made necessary by the 
reprinting of Ricardo's letters to the Morning Chronicle, and 
by Professor Marshall's revision of successive editions of the 
first volume of his Prin^iiples; it has also been made clear 
that the tripartite division of Say's TraUi occurs first in his 
second edition. 

But while thus confining the alterations within the 
narrowest possible limits, I have not thought myself precluded 
from adding at the end of the last chapter two entirely new 
sections, in which I have attempted to indicate the relation 
of the theories of to-day to those of the period under review, 
and to show that the old theories have been replaced by others 
stronger from a scientific point of view, and equally suitable 
for the practical needs of their own time. 



LoKBOzr SoHOOL or EcoNonicut 
June, 1903. 



PREFACE TO THE FIRST EDITION. 



As no one any longer believes that political economy was 
invented by Adam Smith and perfected by John Stuart Mill, 
it has become necessary almost to apologise for taking the 
dates of the publication of the Wealth of Nations and Mill's 
FrvTici}^ of Political Economy for the limits of a history 
of a portion of economic theory. 

I have chosen to begin with 1776 because what may be 
called the framework of the theories of Production and Dis- 
tribution which have been taught in English economic works 
for the last hundred years, appears to owe its origin entirely 
to that peculiar combination of indigenous economics with 
the system of Quesnay which is to be found in the Wealth 
of Naiiona. I have ended with 1848 because it is yet too 
early to treat in an historical spirit the twenty-five years 
which have elapsed since 1868, and the period of stagnation 
which followed the publication of Mill's work is not a pro- 
|Stablo subject of study except in connexion with the out- 
burst of new ideas which ended it 

I have been able to obtain surprisingly little assistance 

from previous writers. Sir Travers Twiss' View of the Pro- 

^fres8 of Political Economy is forty-six years old. Professor 

Ingram's History of Political Economy, and Mr. Price's 

Short History of Political Economy in England from Adam 

Smith to Arnold Toynhee are both excellent, but the present 

work is so much more detailed within its own limits that 

a2 
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plan to recommend any particular method of economic 
inquiry, or to praise or decry any particular authors. My 
object is simply to show what the various theories concerning 
production and distribution were, and to explain how and 
why they grew up, and then either flourished or decayed 

To all my quotations I have given exact references. The 
pages of the Wealth of Natiana referred to are those of 
M'CuUochs edition in one volume, which has been very 
frequently reprinted with the same paging. As there is no 
even tolerably good edition, I have thought it best to refer to 
that of which most copies are in existence In a couple of 
cases where I have detected small inaccuracies in the text I 
have restored the true reading. Where any doubt arises as 
to the name or date of any other book referred to, it will be 
resolved by looking out the author's name in the index. In 
quotations I have often taken the liberty of omitting a word 
Buch as * then ' or ' therefore,* when it occurs near the begin- 
ning, and merely connects the proposition with unquoted 
matter which precedes it With this exception they will 
always, I hope, be found to be identical with the original 
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CHAPTER I 



THE WEALTH OF A NATION 



§ 1. Originally a staU or condiiion, 

'Pboduction* and 'distribution' in political economy have 
always meant the production and distribution of wealth. 
The first problem that confronts us is therefore the question 
of the nature of this ' wealth ' which is the subject of produc- 
tion and distribution. 

Etymologically nothing but a longer form of the word 
' weal/ ^ 'wealth ' originally meant a particular state of body 
and mind In the Litany it is opposed to ' tribulation/ and 
in the prayer for the Queen's Majesty it is obviously intended 
to cover as much of welfare in general as is not already 
included in ' health/ In the words of the Authorised Version 
of the Bible, Mordecai seeks ' the wealth of his people ' ; * the 
wicked, according to Job's complaint, 'spend their days in 
wealth*;' and St Paul exhorts the Corinthians to 'let no 
man seek hia own, but every man another's wealth.'* 

The kind of welfare denoted by ' wealth ' in this older 
sense is so dependent on the possession or periodical receipt 
of certain external objects, such as bread, meat, clothes, or 
money, that the word came to be applied to those objects 
themselves as well as to the state of body and mind produced 
by access to thenx Before Adam Smith adopted the phrase, 
An Inquiry into the Naiwre and Causes of the Wealth of 
Nations, as the title of his work, the use of the word to 
indicate the objects which were supposed to make a man 

^ 8k«at, Etymoioffiani Dictionary, m.v. Wealth: 'An extended form of 
weo/ (ME we/e). by help of the stiffix •chf deuotiog coudition or stato ; of. 
keai'th from kttal, deaf'th from dtar,' eto. 

» Either x. 3. » Job xii. 13. * 1 Cor. x. 24. 

A 
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wealthy had become so common that lexicographers forgot 
to meDtion the older sense. In the dictionary compiled by 
Dyche and Pardon (1735) ' wealth' is mado to signify only 
' all sorts of riches, whether money, sheep, horses, merchan- 
dise, land, etc/ Johnson in 1755 explained it as ' riches, 
money or precious goods,' and gave examples of its use in 
this sense alone from Spenser, Shakespeare, Bishop Corbet^ 
and Dryden. 

§ 2. Supposed identification with gold a-mZ silver. 

Though Adam Smith says that * it would be too ridiculous 
to go about seriously to prove that wealth does not consist 
in money or in gold and silver, but in what money purchases 
and ifl valuable only for purchasing,' ' he cerUiinly seems to 
try to give his rca<lers the impression that the groundless 
opinion that wealth consists exclusively in money was fimily 
held by the inorcantilist writers of the Beventeenth and 
eighteenth centuries. Now it is quite possible to quote from 
these writers passages in which bullion and wealth are identi- 
fied, and the riches or poverty of a nation made to depend 
upon the quantity of bullion it possesses,^ But whether this 

> Bk. IV. oh. t M'Culloch's ed., p. 191 b, 

* E.g. : * The geaeral metuiurefl of the trade of Europe at present are gold 
and edlver, which, though they are sometimes com modi ties, yet are th« 
ultimate objects of trade ; and the more or less of thoae metalt a nation 
retaina it La denominated rich or poor.' — William Richardson, Ensayonth* 
OauiU o/ttu Ihclitie o/tU Foreign TracUj 1744, in Oventone's Select Tracts 
on Commercej p. 167. * So mistaken are many people that they cannot see th« 
difference between having a vast treasure of silver and gold in the kingdom, 
and the mint employed in coining money, the only true token of treasure and 
riches, and having it carried away ; but they say money is a commodity, like 
other things, and think themselves never the poorer for what the nation 
daily exports.'— Joshua Gee, The Tradf. and Navigation of GrtrU Br\tcu% 
conaidertdf showing that tht surest way for a nation to increa«e in riches U to 
precaU the importation qf 8uch/oreign commodities as may be raised at homCf 
tU., 1729, 6th ed. 1756, p. 8. * That which is commonly meant by the baUaoft 
of trade is the eqnal importing of foreign commodities with the exporting of 
the native. And it is reckoned that nation has the advantage in the balanc« 
of trade that exports more of the native commodities and imports less of the 
foroign. The reason of this ia, that if the native commodities be of a greater 
value that ore exported, the balance of that account must be made up in 
bullion or money ; and the nation grows so much richer as the balance of 
that account amounts to.' — Postlethwayt, Univtrml Dictionary q/* Trade and 
Commerce^ 2d ed., 1767i ToL i. p. 184 a, a. v. Balance of Trade, Cf. toL U* 
p. 283 lop. 
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GOLD kSl> SILVER 



is absurd or not entirely depends ou the meaning given 
to the words wealth, riches, and poverty. A writer may use 
a word in a sense which is not given to it in ordinary con- 
versation without being ridiculous. It would be ridiculous, 
indeed, to contend that a nation could bo well fed and com- 
fortably clothed and housed by gold alone ; but there is no 
reason to suppose that the wildest mercantilist ever suffered 
from this delusioa The mere existence of the fable of 
Midas was a sufficient safeguard. The mercantilists may be 
justly accused of exaggerating the importance of having 
a hoard of bullion and of recommending a number of 
useless regulations for the purpose of securing such a 
hoard, but none of them ever imagined gold and silver to be 
the only economic good. They were, indeed, rather inclined 
to represent the acquisition of gold and silver as the only 
economic good which could bo obtained by one single depart- 
ment of industry, foreign trade ; " but in this they were not. 
considering the nature of European and especially English 
foreign trade at the time they wrote, so very ridiculously 
wrong. Exchange between nation and nation of the bulky 
articles which constitute the necessaries of life is a thing 
which has grown up with modem facilities of transjxjrt 
In the seventeenth century the articles other than bullion 
imported into England were mostly of a somewhat insignifi- 
cant character. Most of them were superfluous, and many 
deleterious. Writers of that time may well be excused for 
having imagined that the chief use of foreign trade to 
England was to introduce gold and silver rather than nutmeg.* 

' ■ The b&liuic« of tnule is commonly undoratood two waya : — ( I ) Gcner&lly, 
ftomething whereby it may be known wliether ttus kingdom gains or loses 
by foreign trade ; (2) Psrticulaxly, something whereby we nuy know by 
what Umdes this kingdom gains, and by what trades it loses. For the first 
of these it is the most general received opinion, and that not ill-grounded, 
that this balance is to be taken by a strict scrutiny of whut proportion the 
value of the commodities exported out of this kingdom bear to those im- 
>rted ; and if the exports exceed the imports, it is concluded the nation 
by the general coune of ita trade, it being supposed that the overplus ii 
iported bullion, and so adds to the treasure of the kingdom, gold and 
Iver being taken for the measure and standard of riches.' — Josiab Child, 
Sew Diseoune of Trade, 4th ed., p. 164. 

' Davenaot urged that Europe sustained a loss by the tnule with India 
oa this ground : ' Kiirope draws from thence nothing of solid use ; materials 
U supply luxury and only perishable commodities, and semis thither gold 
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Petty*s Verbwm Sapienti shows what was understood by 
the wealth of a nation in 1691. It contains a 'computation' 
of the ' wealth of the kingdom/ of which the following is a 
summary : ' — 

Land (24,000,000 acres yielding 

£8,000,000 rent). 
Houses. 



Ships (500,000 tons), 
Cattle, horses, etc.. 
Gold and silver coin, 
Merchandise, plate^ and furniture. 



£144,000,000 
30.000,000 

3,000,000 
36,000,000 

6,000,000 
31.000,000 



£250,000.000 



It does not appear that any one ever quarrelled with this ' com* 
putation ' on the ground that the gold and silver should alone 
have been reckoned, and the 'wealth of the kingdom' conse- 
quently valued at six millions instead of two hundred and Afty. 
About the middle of the eighteenth century some writers 
seem to have imagined that the coin of a country must 
always bear the same proportion to the rest of its wealth, 
so that the increase of coin would measure the increase ot 
wealth.' But Steuart, the last and most systematic of the 
school to which Adam Smith was so hostile, disapproved 
of ' the modern way of estimating wealth by the quantity of 
coin in circulation,'^ Adam Smith's predecessors really knew 
as well as he did that the money of a nation was not its only 
wealth, and the emphasis with which some writers have 
insisted on the fact* is to be regarded merely as the 

and sUrer, which is there buriod and never retonu.' — East India TrcuUf 1696, 
p. 12. Even Sir Theodore Jonssen, the aathor of General Maxinu in Trade, 
1713, reprinted in the British AferehajU, 1721, only claimed thit 'the import- 
ing of commodities of mere laxnry is so much re&l loss m they amount to,' 
and admitted * that the importa of things of absolute oeceastty aannot bit^ 
esteemed bad,' vol. i. p. 6. 

* Chap. L pp. 3-7. 

* See An Sa»ay on tKt National Debt and National Capital, or the Account 
truly gtated, D^tor and Creditor^ by Andrew Hooke, 17D0. A summary of 
Hooko'a oonclosionswlll he found in R. fiiiren. Ormcthqf Capital, ^j^.Sl, 88. 

* ^n Inquiry iiOo the PrineipltM of Political Economy, 1767, voL L p. 177 i 
vol. ii p. 42 (In Works, toL L p. 238 ; vol. Ui. pp. 66. 57). 

* E.ij. M'CuUoph, Introductory Discourse to Wealth qf Naiiont, p. xfx. 
J. S. Mill, Prlncii)lt$, Preliminary Remarku, lat ed. vol. i. pp. 2-4, People's 
od. pp. I, 2. 
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consequence of a desire to make a good point against pro- 
tectionism, which has almost always been associated with 
faUacies about ' carrying money out of the country.* 



§ 3, Beatriction to objects with exchange valvs. 

But while no one really considered the wealth of a nation 
to consist exclusively of its money, every one took it for 
granted that it consisted exclusively of objects which pos- 
sessed a money value. The physiocrats, from whom Adam 
Smith derived many of the ideas which he introduced into 
English political economy, expressly excluded bieaa gratuits 
from Tich€88e9 :— 

'Les bienA,' eaya Quesnayj 'sont on gratnits on commer^Ablea. 
Lm biens gratuita sont ceux qui sont surabondants et dont les hommes 
peavent jouir partont et gratuitemeat, tel eat Tair que nous respirons, 
U lami^re du soleil qui nous 6claire, etc. Lea biens commer^abtes 
Bont ceux que lee hommes acqui^nt par le travail et par ^change : c'est 
ce genre de biens que nous appelons richesses, porce qu'ils ont une 
valeur v^nale, relative et r^ciproque les una aux autres, et en par- 
ticulier K une esp^ de richesse que I'on appelle monnaio, qui eat 
destine k reprtoenter et k payer la valeur v^nale de toutcs les autres 
ridiesMa.'' 

Though he does not say so, there is no doubt that Adam 
Smith shared Quesnay's opinion. It is implied in his making 
the wealth of a nation consist exclusively of the produce of 
labour, and in his attaching great importance to the ' ex- 
changeable value ' of the whole of this produce.* It is indeed 
quite natural where private property is established to omit 
all thmgs which possess no money value from the catalogue 
of the things which constitute an individual's wealth, because 
however useful or agreeable thoy may be to him, their pos- 
session does not make him any better off than his fellows. 
But national wealth is on a somewhat difierent footing. This 
waa perceived in 1804 by Lauderdale, who was desirous of 
Khoving that the Sinking Fund was about to ruin the nation, 

> (Euvres, «d. Onck«D, p. 289 note. 

' SM>e.g. Bk. i, ch. ri p. 24 a; Bk.li. oh. iL p. 123 6. and ch. iii 
pp. 149 h, 150 b, 216 a. 
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not because it paid off little or no debt, but becaiise it paid 
off too much. With this purpose in view, he endeavoured to 
prove that public wealth and private riches are not increased 
in the same way, and that value, though necessaiy to private 
riches, is not necessary to public wealth. Value, he says, is 
dependent on scarcity, while national wealth is dependent on 
abundance. For instance, a bad harvest is certainly inimical 
to national wealth, although the smaller quantity of grain 
produced may be worth more than the greater quantity pro- 
duced in a good year. So pubhc wealth must be defined • to 
consist of all that man desires as useful or delightful to him,' 
and ' individual riches ' must be defined ' to consist of all 
that man desires as useful or delightful to him which exists 
in a degree of scarcity.' ^ The absurdity of Lauderdale's 
conclusions about the Sinking Fund blinded his contem- 
poraries to much of what was acute and valuable in his 
arguments. They seem to have considered that he was 
sufficiently answered by the assertion that if there is a rise 
in the vdue of grain there is a fall in the value of other 
things,* a statement which leads to nothing. If the whole 
year's produce bo valued in grain it will appear much smaller 
than in an ordinary year ; if it be valued in any other com- 
modity it will appear larger, and this is the fact of which 
Lauderdale complains. In Covimerce Defended (1808) James 
MlQ remarks that ' wealth is relative to the term value,' and 
says, * The term wealth will always be employed in the follow- 
ing pages as denoting objects which have a value in exchange, 
or at least notice will be given if we have over occasion to 
use it in another sense.'' The author of the article ^Political 
Economy' in the fourth edition of the Evcydopwdia BritaTi^ 
nica, writing in 1810, is equally unhesitating : — 

' External accommodations which are in complete and universal 
abundance, the air we breathe, the light of heaven, are not wealtlL 
To constitute this, the article must eiist in some degree of scarcity. 
It ia then only that it can possess exchangeable value, that its pos- 
6esaor can procure other commodities in exchange for it.' * 

J.-R Say gave, in 1S14, the following definition of 

» JSialute and Origin of Pttbfu: Wcalfh, 1804, pp. 56, 67. 

* Sdinbvrgh Review, July 1804, pp. 351, 352. 

• P. 22. * Vol. xvil p. 107 b. 
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national wealth : ' La ricfiease d'une nation est la oom/nie dea 
vaUurs poss^dSes pa/r les particuliers dont ae compose cetie 
nation et de cdlea qa'Ua poea^ient en coviviunJ ^ But what 
is the meaning of ' la som/me dea valettnrs * 1 

* VALBxnt ou Valeues (an pluriel) se prend quelquefois pour la 
chose ou les choeea ^valuables dont on pent disposer, maU en faisaut 
abstraction de la choee et eu ne cousid^rant que sa valeur. Cest 
ainsi qa'on diti U a d&potS dee vcUeura pour gage de aa detU,*^ 

These definitions suggest that it is possible to get an idea of 
national wealth by considering only the value of the things 
which constitute iL Against this theory Ricardo wrote a 
whole chapter, which he entitled ' Value and Riches, their 
Distinctive Properties/ If he hod had the Uterary education 
which, according to M'Culloch, some of his contemporaries 
thought he had been fortimate in escaping,^ he would have 
known that it was unnecessary in English to explain that 
value 'essentially differs from riches/* No one ever ima- 
gined that ' value ' and ' riches ' were synonymous. What 
Ricardo really wished to show was simply the fact that the 
wealth of a nation docs not vary with the value of its pro- 
duce (reckoning the value of the produce in his peculiar 
method by the amount of labour necessary for its production), 
but with the abundance of the produce.* Malthus, seldom 
blessed with a clear-cut opinion on any subject, thought that 
* in making an estimate of wealth, it must be allowed to bo as 
grave an error to consider quantity without reference to value 
as to consider value without reference to quantity/^ He 
saw that though a country continued to have the same 
quantity of produce, or rather of products, a change might 
take place in its wealth owing to events which affected the 
value of the products, and rashly assumed that the altera- 
tion in wealth was caused by the change of value, instead of 
directly by the events which caused the change of value.^ 

« TraiU, 2d ed., 1814, vol. a p, 472. 

« UmL p. 478. 

■ Th* Worh of David Ricardo, ed. M'CnUoch, pp. xw, xvL 

• lit ed, p. 377 ; 3d ed. in Works, p. 165. 

* Cf. wjth the chapter quoted, LctUi-a qf Hicardo to Maiihut, ed. Bonar, 



pji. 



• FolUictU jKconomy, 1820. p. 34-L 
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However, in his Definitions (1827) be did not aflnri that in. 
order to be ' vealtb ' an article must possess Talne, bat only 
chat it must ' have required some portion of human exertion 
to appropriate or produce'' M'CuUocb thought it necessai 
to make ' exchangeable value ' an indispensable condition of*j 
wealth, in order to exclude ' atmospheric air and the heat of J 
the sun,' and similar • necessary, useful, and agreeable pro- 
ducts.'* J. S. Mill says: 'Things for which nothing could 
be obtained in exchange, however useful or necessary they 
may be, are not wealth in the sense in which the term is 
osed in Political Economy.' In answer to the objection that 
this would make the wealth of mankind increase if air 
' became too scanty for the consumption,' he reproduces the 
aigoment which had already done duty in 1804 : — 

' The error/ he says, ' would lie in not considering that however 
rich the pofiseesor of air might become at the expense of the rest of 
the community, all persons else would be poorer by all that they 
were compelled to pay for what they had before obtained without 
payment' ' 

But to the theory that nothing which does not possess 
value can constitute part of the wealth of a community 
there is the fatal objection that it makes the existence of 
wealth dependent on the existence of separate property. 
Long before J. S. Mill wrote, Torrena had pointed this out. 
Conditions, he showed, can easily be conceived in which 
human be'mgs would have wealth, but nothing with exchange 
value. Nothing could be said to have any value where there 
were no exchanges ; and so it appears that an isolated man 
or an isolated commimist society could not possibly have any 
wealth, if wealth be conlined to things with exchange value.^ 
Some years later this conclusion was boldly accepted by 
Whately and Senior. Whately, after remarking that * Catal- 
lactics, or the Science of Exchanges,* would be the 'most 
descriptive, and on the whole least objectionable,' name for 
what is commonly called political economy, observes that a 
man like 'Robinson Crusoe is in a situation of which Political 

» P. 234. » Principles, 1S25, p. 6. 

' Princij^t$, PrcliminJkry Rvuuxkft, People's «d. pp. 4^- See «boT«^ 

« Production pf TtaWi, 1821, pp. 7-17. 
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Economy takes no cognisance/ and will only grant that he 
might bo ' figuratively ' rich.^ Senior says : — 

' Colonel Torrons aapposes a solitary family, or a nation in whicli 
each person should consume only his own productions, or one in 
which there should be a community of goods, and urges, as a 
TedMctio ad ahsurdum, that in these cases, though there might be 
an abundance of commodities, as there would be no exchanges, there 
would, in oar Bense of the term, be no wealth. The answer is, that 
for the purposes of Political Economy there would bo no wealth ; for, 
in fact, in such a state of things, supposing it possiblo, the Science of 
Political Economy would have no application. In such a state of 
society, Agriculture, Mechanics, or any other of the arts which are 
subservient to the production of the commodities which are, with ns, 
the subjects of exchange, might be studied, but the Science of 
Political Economy would not exist.' ' 

Now it is doubtless true that a very great deal — ive might 
almost, perhaps, say much the greater part — of what has 
been written on political economy relates only to a state of | 
things where private property is established and exchange isj 
'practised. It probably never occurred to Adam Smith to 
speculate as to the possibility of society exlstmg and enjoying 
necessaries, conveniences, and amusements without separate 
property. Separate property was to him a 'natural' insti- 
tution, which existed in much the same form among savage 
tribes of hunters and fishermen as in eighteenth century 
Slngland. Malthus thought separate property a necessary 
institution which would soon be re-established if its abolition 
/were ever accomplished by followers of Godwin.' Ricardo, as 
'became a stockbroker, took it for granted without any con- 
sideration. Consequently, in almost the whole of the doc-"\ 
trines of these writers, the existence of private property andj 
the practice of exchange is assumed. Obviously their theories 
of exchange and distribution could have no appUcation to a 
communist society, and the keynote of their theory of pro- 
duction is to be found in a conception of * capital ' which is 
entirely dependent on the existence of private property. 

But by the time of Senior and J. S. Mill universality was 

* Introdudory Itcturea on PoiiUcal Sconomjft 1831, 3d ed. \H7, pp. 5, 6. 

* PoUMod/ Ecemompt 8vo cd., p. 26. 
Mtht PrincipU (^f Population, 1798, pp. 194-198. 
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claimed for at least a part of the teachings of pohtical eco- 
nomy. Senior himself declaros that those inferences of the 
political economist ' which relate to the Nature and the Pro- 
duction of Wealth are imiversally tnie;*^ and J. S. Mill 
asserts that ' the laws and conditions of the production of 
wealth partake of the character of physical truths,' * If this 
is 80, it is clear that there must be a certain amount of 
political economy which would remain true, and possibly 
useful, even if the institution of private property or the 
practice of exchange ceased to exist 

§ 4. The Nation a Collection of IndMinuda, 

As to the meaning of the word • nation ' in his phrase 
' the wealth of nations,' Adam Smith evidently felt no diffi- 
culty. By a nation at any particular time ho understood a 
number of individuals who at that time constitute the whole 
population of a given territory under one government. Now 
a nation does not die with the individuals who happen to 
be members of it at any particular time. Every one who 
belonged to the English nation in 1776 is dead, but the 
nation still exists. Consequently it has been urged that 
political economy should consider the wealth of a nation in 
some way or other apart from the wealth of the individuals 
of whom it is composed. The interests of the individuals 
who compose the nation at one particular moment may, it 
is said, sometimes conflict with the permanent interests ot 
the nation. If this had been put before Adam Sinitft te 
would doubtless have answered that the future interests of i 
the nation are only the interests of the individuals who 
will at various ftiture times constitute the nation, just as its 
present interests are the interests of the individuals who 
constitute it at present, so that there is nothing in the plan 
of considering a nation to be at any given time an aggregate' 
of individuals which in any way precludes an economist from 
taking account of the future as well as of the present. No 
change in this method of regarding the question was made, 
by his foUowers. 

* PoUtieal JSconomyf 8to ed., p. 3. 

' I'rwciptM, bk. u. oh. i 8 1, Ut «d. voL L p. 239 ; People's ed. p. 123 a. 
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§ 5. Aggregate and Average Wealth, 

Granting that a nation is only a collection of individuals, 
we are immediately confronted by the question whether the 
wealth of this collection of individuals, when considered as 
an amount susceptible of increase and decrease, is their 
aggregate or their average wealth. Are we to say that the 
German nation has much more wealth than the Dutch 
because the wealth of all Germans taken together is much 
larger than that of all Dutchmen taken together ? or are we 
to say that the Dutch nation is richer or has more wealth 
than thft German, because the aggregate of Dutchmen's 
wealth divided by the number of Dutclunen is greater than 
the aggregate of Germans' wealth divided by the number oi 
Germans ? In ' computations ' like that of Petty ^ the national 
wealth was always understood to be the aggregate and not 
the average wealth, and to general opinion in the first holt 
of the eighteenth century the plan of creating an imaginary 
average individual as the representative of the nation would 
have appeared strange and almost incomprehensible. But in 
the second paragraph of the Wealth of Nations Adam Smith 
speaks as if the wealth of a nation should be measured by its 
average and not by its aggregate wealth. According as the 
produce of labour, he tells us, * bears a greater or smaUer 
proportion to the number of those who are to consume it, 
the nation will be better or worse supplied with all the neces- 
saAm and conveniences for which it has occasion/ A nation 
wdll supphed with all the necessaries and conveniences for 
which it has occasion is presumably considered by Adam 
Smith to bo a wealthy nation, and so we have the wealth of 
nations measured by the proportion which their produce 
bears to their populations. But in most cases Adam Smith 
forgets, so to speak, to divide by the population. He has, for 
example, a theory that the wealth of a country may bo very 
great in spite of wages being very low,^ although he very 
properly insists on the fact that 'servants, labourers, and 
workmen of different kinds make up the far greater part of 
every great political society.'" Now if the great majority are 



» Above p. 4. » Bk. L ch. WU. p. 32. 



■ Ibid, p. 36 a. 
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Tery poor, the average cannot be rich unless the small 
minority are enormously rich, and about this Adam Smith 
8A}'3 nothing. He was obviously thinking of the aggregate] 
and not of the average. Very probably he allowed himself 
to be slightly misled by the substitution of the word ' country* 
for ' natioa' A rich or wealthy ' country,' no doubt, suggested 
to him, as it does to us, not flourishing inhabitants so muchi 
AS A large produce from a given area of land. When he speaks 
of Holland as being, ' in proportion to the extent of the land 
and the number of its inhabitants, by far the richest country 
^in Europe,'* he is evidently calculating richness by the produce 
acre as well as by the produce per inhabitant. When he 
fiays ' China has been long one of the richest, that is, one of 
the most fertile, best cultivated, most industrious, and moat 
[|K>pulous countries in the world/' he calculates riches by the 
produce per acre only. But the produce per acre, depending, 
as it does not only on the productiveness of industry, but also 
on the density of population, though it may indicate the 
riches of a ' country,' or of a certain area of land, has nothing 
to do with the riches of the people of the country or the 
' nation.' Bentham, in his Maniml of Political Econortiy, 
distinguishes wealth from * opulence,* or ' relative opulence,' 
meaning by ' wealth * aggregate wealth, and by * relative 
opulence ' average or per capita wenltL He speaks of 
'relative opulence* having increased between two periods 
when * an average individual of the posterior period has 
been richer than an average individual at an anterior 
period.* ' In CoTnvierce Defended James Mill says : ' A nation 
is poor or is rich according as the quantity of property she 

I ^ Bk. u. ch. T. p. 167 a. 

' Bk. I. ch. viiL p. 326. In Adam Smith's time, *LaCh%w^taUdktmode* 
<Scbell«, Du Pont de Nemours el VicoU phytiofraCiqut, 188S, p. 93). He 
frtquently represeuU Chin* u enonnously rich; «ee, beaidec tho posugfl 
quoted above, Bk. t. ch. xi. p. 87 a; Bk. n. ch. v. p. 163 6 i Bk. iv. ch. iit. 
. 219 b, and ch. vii. p. 251 a. Buchanan, in hia edition of the WeaUh of 
atioiu, evidenUj thinking of average and not aggregate riches, obaervea 
In a note to the first of these passages, * If Dr. Smith means that China is 
richer in food than any part of Europe, this is certainly a misttke; as all 
travellers represent that country to be more fully supplied with people than 
with food' (vol. i. p. 31fi). But Adam Smith knew the {acta; he only 
attributea a different sense to 'riches.' 
* Worktt ToL iii. pi 30 b, note 1, p. 82 a. 
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annually creates in proportion to the number of her peopla 
is great or is small,'' and Malthus, in his Political Economy, 
distinguishes between the wealth of a country and that of its 
people in these terms : ' A country will be rich or poor accord- 
ing to the abundance or scarcity with which' the objects which 
constitute wealth ' are supplied compared with the extent of 
territory ; and the people will be rich or poor according to the 
abundance with which they are supplied compared with 
the population/' but in spite of all this, the early nineteenth 
century economists generally used the terms an increase of 
wealth and a decrease of wealth to indicate increases and 
decreases of the aggr^ate wealth of a nation irrespective ot 
• the number of those who are to consume it.' In Malthus, 
Ricardo, and J. S. Mill the increase or ' progress ' of wealth ia 
always treated as quite compatible with a decreasing produc- 
tiveness of industry.' Now it is scarcely possible for the 
productiveness of industry to decrease without occasioning a 
decrease of the average produce, the produce per head, and 
therefore, according to Adam Smith's second paragraph, of 
the wealth of the nation. One of the most curious results of 
the later economists' want of appreciation of Adam Smith's 
attempt to consider average rather than aggregate wealth is 
to be found in Malthus's compltunt, or, at any rate, allegation, 
that he 'occasionally mixes' an 'inquiry into the causes 
which affect the happiness and comfort of the lower orders of 
society ' with * the professed object ' of his inquiry, ' the nature 
and causes of the wealth of nations.' * 



* P. 106. « P. 29. 

* Se« Mftlthua, Pditifol Ei^onomy, pp. 236« noU 2, 351, 472; Ricardo, 
"^pojvim ; J. S. Mill, Principles, Bk. it. ch. i. title, &nd ch. li. § 2. 

* ' The professed object of Adam Smith's " Inquiry " is " The Nature and 
CaoBM of the Wealth of Nations." There 10 another, however, Btill mora 
intareating, which he occasionally mixei with it — the causes which a6fect the 
happiness and comfort of the lower orders of society, which in every nation 
form the mo«t numerous class. These two subjects are no doubt nearly con- 
nected ; but the nature and extent of this connection, and the mode in which 
Increasing wealth operates on the condition of the poor, have not been stated 
with sufficient correctness and precision.' — Essay, 8th od. pp. 367, 368, 
■lightly altered from Ist ed. p. 303 ; 2d, p. 420. A minor writer said in 
1821 : 'It is A great object that every saoh increase of wealth, as I have 
been speaking of, should not be less in proportion than the increase of 
numbers during the same period. For, in this case, though the world or 
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§ €L Optpiial WealiJk and Income WeaUK 

At the presoit time the wealth of an iDdividiuJ may mean 
either hia powwHioDs at a given point of time or his net 
receipts for a giTen length of time ; it may, in short, be either 
his capital or his incoma TNTien we say that Smith is rich( 
dian Joaea, we may always be asked to explain whether I 
we mmn that Smith has more capital or more income, of 
more of both. By the ' wealth of the kingdom ' Petty evi- 
dently understood the capital wealth, and not the incomOi 
wealth of the nation. His ' computation * is the lineal' 
ancestor of the tables in Sir R. GLlTeD's Growth of Capital, He 
speaks of ' the annual proceed of the stock or wealth of the 
nation/ which, as we have seen, he reckoned at £250,000,000,, 
yielding but fifteen millions, while the total 'expense' was 
forty millions, and concludes that * the labour of the people 
must furnish the other twenty- fi ve. ' ^ Thus the income- 
wealth of the nation is clearly conceived and set out as well 
as the capital-wealth, and * the wealth of the nation ' is cer* 
tiunly taken to be the capital and not the income. The same 
identification of the wealth of the nation with its accumulated 
possessions or capital is obviously made in Gregory King's 
table of ' the income and expense of the several families of 
England/ in which ' temporal lords ' appear as ' increasing 
the wealth of the kingdom ' by £10 a year each, and 'labour- 
ing people and out-servants * as * decreasing the wealth of the 
kingdom * by 28. a year each.^ 

The importance which the French physiocrats and their 
forerunners attached to agriculture, which produces commo- 
dities of great utility and little durability, had the eficct of 
drawing away their attention &om accumulated goods and 

lUktioa mty be ukid, U you pIoMe. to hare more wealth tliiui it had before, yet 
It would ooiudit of individualB, each of whom, one with another, woald have 
\9m.*—An Iivptify into tho»« PrincipU* rffipeeting the Nature of Dtmand and 
IJto StetMity qf Conaumptitm kUely advoeaud hy Mr. Malthxut, etc., 1821, p. 4. 

' (>r6ifm Sopiatti, p, 7 

* On>Kory Kiug'a NtUnmi and Political OfMennUions and ConeluaionA Hfxm 

Mn SitnU afid Condition of KnfftanH^ 1696, waa 6rst fully printed in 1802 at 

tti* end of the aocond edition of Ucor^ Chalmers's Estimate of the Compara- 

HtrtnQth qf Grrat Britain, The table, however, appeared in l>avenant*i 

^ t^f l^udt, 1091), p. 23. 
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concentrating it on the periodical production of goods. 
Vauban wrote in 1699: — 

'Ce n'est paa la grande quantity d'or et d*argent qui font les 
grandea et veritablee richeHsea d'un ^tat, paiBqu'il y a de trbs grands 
lyA dans le monde qai abondent en or et en argent, et qui n'en sont 
ws plus h leur aise, ni plus heureux. Tels sont le P^rou et plusieurs 
£tats de TAm^rique, et des Indes orientales et occiden tales, qui 
ftbondent en or et en pierrerieSj et qui a^anquent de pain. La vraie 
richesse d'un royaume consisto dans I'sbondance dea denr^es, dont 
|*UBage est si n^cessaire an soutien do la vie des hommeSi qui ne 
iBnraient s'en passer.'^ 

Abundance of the commodities which sustain human life, 
such as bread, is obviously secured, not by accumulation, but 
by continual production. So Quesnay saj'S : — 

' L'argent ea tant que monnaie, n'est point du genre dea richeBBea 
que lea honunes rccherchent pour satisfaire k Icurs beaoins ; celles-ci 
ne sont qu'un flux de productions continueUement d^truitos par la 
consommation, et continueUement renouvel^es par les trarauz dea 
bommes.' ' 

And in his famous economical table he takes the ' richesses 
annuellea' of the nation for his subject-matter. 

Adam Smith adopted ^ Quesnay 's * annual riches ' as the 
subject of his inquiry regarding the wealth of nations without 
seeing very clearly that he was thereby breaking with the 
traditional meaning of die phrasa He begins his introduction 
with two paragraphs which imply that the wealth of a nation 
ooosistfi of the annual produce of its labour, which supplies 
^* the necessaries and conveniences of life which it annually 
consumes/ and he ends it with a sentence in which ' the real 
^veaith' and ' the annual produce of the land and labour of 

' ZKmc Royale, Petite Bibliothdquo ^oooomlquQ, pp. 21, 22. 

* (7inre«, ed. Oocken, p. 289 noU, 

• That the word ' adopted ' may fairly be used here is ahovm by the fol 
lowing p»(— ga, from Adajn Smith's account of ibe pbysiocratic syvtem, in 
Book IV. chapter ix. p. 307 a : ' In rflproMutlng tho wealth of natioca as 

'oooaiatixig not in the oaconiomable riohes of money, but in the consamable 
igoods annually reproduced by the labour of the society ; and in represeutmg 
perfect liberty ae the only effectual expedient for rendering this aanoal 
rvprodootion the greatest possible, its doctrine aoems to be in every reapect 
a* joat OS it U g«ncroDs and liberal.' 
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the society * are treated as synonymous. In Book ii. chap. iii. 
ho says that ' plain reason seems to dictate ' that ' the real 
wealth and revenue of a country ' consists not ' in the quan- 
tity of the precious metals which circulate within it a& vulgar 
prejudices suppose/ but *in the value of the annual produce 
of its land and labour.' ^ In Book i. chap, xi, he treats " the 
increased wealth of the people' as the same thing as 'the 
increased produce of their annual labour.'^ But he never 
mentions the fact that his practice is different from the com- 
mon one or draws attention to the matter in any way, and 
sometimes he uses phrases like 'the real wealth of the 
society/* or *the wealth of the world/* in the sense of 
accumulations and not of annual produce. A certain amount 
of confusion naturally followed When considered from the 
statistician's point of view the wealth of the country con- 
tinued to be identified with its capital or possessions at a 
point of time. Pulteney, for instance, though he had read 
and admired Adam Smith,^ says, in his CoTisiderations on 
the Present State of Public Affairs (1779) : — 

' The total wealth of Great Britain ... I may safely venture to 
afilrro, now exceeds very much one thousand millions. In this I com- 
prehend the value of the land, the value of the houses, the value of 
the stock of all kinds, and materials of manufacture, shipping, cash, 
money in the funds duo to inhabitants, and debts due to us by 
persons out of the kingdom, but deducting the like debts due 
by ns to other countries ; in short, I comprehend everything which 
can be denominated wealth or property.** 

Colquhoun in his Treatise on the Wealth, Power, and 
Resources of the British Empire (1814), made estimates of 
the value both of the existing property and the ' new pro- 
perty acquired annually/ and speaks of the first of these, the 
capital, and not the second, the produce, as ' the wealth of 
the British Empire/' Even in our own day statisticians 
fieem to regard the wealth of a country as its capital and not its 
income. But economists, as a rule, at any rate in the greater 

» Pp. 160, 151. 

> P. 86 &. Cp. Bk. n. ch. ii. p. 124 a, ch. iu. p. 160 a ; Bk. v. oh. I 
p. 314 b. 

■ Bk IV. ch. ix. p. 306 (I. * Bk. i. oh. r. p. 14 a. 

• Sec p. 21 of the w*»l; cited. t p. 28. ' 2d ed., 1815, p. 103:, 
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part of their demonstrations, have followed Adam Smith. 
Godwin, in Political Justice (1793), remarka: — 

' The wealth of any state may intelligihly enough be considered 
as the aggregate of all the incomes which are anntially consumed 
within that state without destroying the materials of an equal coa- 
sumptioQ in the ensuing year.* ^ 

Malthus, indeed, in the Essay on PopuUititm, uses the 
word wealth in such a vague way that it is quite impos- 
sible to say whether, if the question had been put to him, he 
would have explained the wealth of a country to be its 
capital or its income : he bad no very clear conception of the 
difference between the two things.^ Lauderdale also, in his 
Inquiry into the Nature and Origin of Public Wealth, 
entirely failed to separate the idea of capital and income. But 
in his reply to Spence's Britain Independent of Commerce, 
James Mill expressed plainly the opinion that the wealth of 
a country is its annual produce and not its capital : — 

' Mr. 6pence/ he says, ' has an extremely indistinct and waTering 
notion of national wealth. He seems on the present occasion to 
regard it as consisting in the actual accumolation of the money and 
goods which at any time exists in the nation. But this is a most 
imperfect and erroneous conception. The wealth of a country consists 
in her powers of annual production, not in the mere collection of 
articloa which may at any instant of time be found in existence.' ' 

Subsequent writers generally allowed themselves to bo 
diverted from the task of explaining what they understood 
by the wealth of a nation into an attempt to define the mere 
word 'wealth' in such a way as to make it applicable to 
every single thing which might constitute a part of the 
wealth of a nation or individual, and to nothing else. Such 
definitions do not advance the question. A definition of 
wealth as, for instance, ' things which have value in exchange/ 
does not help us in the least. By substituting the definition 
of the word for the word itself, we should only get the result 
that * the wealth of a nation' consists of ' the things which have 

* pp. 791, 792. * See espeoially Ut ed. ch. xri., 2d. ed. Bk. m. ch. vii 

* Comnurc€ D^tudtd^ pp. £1, fi2. Cp. p. 7*^ 

B 
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valuo in exchange of a nation.' Other words must be substi* 
tutod for the proposition * of/ and the question turns on what 
these should be. But if we disregard the economists' defini- 
tions and look at the general drift of their works, it becomes 
obvious that the wealth of the nation is understood to 

A^bo its income and not its capital * Production ' and ' the 
production of wealth/ which are always treated as being 
the same thing, are, primarily at any rate, the produc- 
tion of income, because capital is never considered as directly; 
produced, but as being saved or accumulated from produce 
or incoma 'Distribution' and 'the distribution of wealth* 

^are still more plainly the distribution of the income and 
not of the capital of the nation; it is not the capital but 
the income that is distributed into rent, wages, and profits.' 
It must be admitted, however, that very often the economists 
use the expression * the wealth of a nation ' in its older sense,, 
and make a country ' richer ' when it has larger accumulationa 
rather than when it has a larger incoma J. S. Mill, in his 
Essays on some Unsettled Questions of Political Economy^ 

^ declares distinctly that * the wealth of a country consists of 
the sura-total of the permanent sources of enjoyment, whether 
material or immatenal, contained in it.' ' 



§ 7. Resiriciion to Material Objects, 

Adam Smith's failure to perceive that the wealth of a 
nation may mean either its capital or its income had a great 
deal to do with the length to which the controversy about 
productive and unproductive labour was drawn out. 

In the first paragraph of his * Introduction/ ho seems to 
imply that the income-wealth of a nation consists of ' neces- 
saries and conveniences of life/ and at the beginning of 
Book I. chap. v. he says : 'Every man is rich or poor according 

X Somotimca we oome very neftr a definite statement that the wealth o! • 
coantry is ita income ^nd not its capital ; t.g. * We want to know, then, by 
what CAQsei mankind, or the inhabitants of a particular country, are lc<l to 
increase their wealth ; that is, to produce ^very year a greater quantity of 
the " necessaries, comforts, and conveniences of life " (to use a phrase which I 
know is somewhat vague), than tiicy did the year before.* — An Inquiry JfUO 
ihoit Principlc4 rtJtptctinj the Naturt of Demand and the Xectstitjf qf Cftil- 
fumpiion, lately advocattd f>y Mr. MaUhw, etc., 1821. p. 2. 

• P. 82. 
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to the degree in which he can afibrd to enjoy the necessaries, 
conveniencies, and amusoraonts of human life/^ a phrase which 
may have been suggested by unconscious reminiscence of Can- 
tilion's proposition that ' la richeaat en dle-TiiSTne n*est autre 
chose que la non/rriiu/re, lea commoditda et lea agremens de la 
vie/* Now if the wealth of a man or nation consists of neces- 
saries, conveniences, and amusements, it clearly does not con- 
sist entirely of material objects, such as bread and meat, clothes 
and houses, chairs and tables. The surgeon and the police- 
man supply necessaries, the cab-driver and the hairdresser 
supply conveniences, the actor and the musician supply 
amusements, which cannot, without straining the accepted 
meaning of words, be called material objecta Throughout 
the First Book Adam Smith discloses no design of excluding 
the products of these labourers from the annual produce, and 
appears to have no idea that their produce is of a funda- 
mentally diflerent character from that of other labourers. In 
the chapters ' Of the wages of labour/ and ' Of wages and 
profit in the diflerent employments of labour and stock/ 
there is no hint of any such difference. The office of the 
physician and the lawyer is exalted ; ' the price of their labotur ' 
is enhanced by the expense of their education and the large 
incomo they nmst have to prevent them being * of a very 
moan or low condition.' ' The last paragraph of the chapter 
'Of the principle which gives occasion to the division of 
labour ' even goes so far as to imply that the ' philosopher ' 
is a useful labourer.* 

Before he wrote the Second and Fourth Books, however, 
Adam Smith had come under the influence of the French 
physiocratfi. In their revolt against Colbertism, the physio- 
crats were led to deny that commerce is a creation of wealth; 
they represented it as consisting merely of exchanges of things 
of equal value. Now, of course, exchange in itself is no 
creation of wealth, and the things which are exchanged for 
each other are for the moment of equal value, but this does 
not prove that persons engaged in facilitating exchanges do 
not create wealth, for, where private property is established, 

J p. 13 b. 

* A'«aiM «i*r U C'jiHmeru tn g^n^ral^ 1776, repr. B<»toD» 18I>2, pp. l^ 2. 

» P. *Qa,476. * P. 8 a. 
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oxchanp^e is necessary in order to secure the advantages of 
division of employments and the localisation of industries in 
the places best fitted for them. The physiocrats not only 
Hailed to see this, but endeavoured to show that all workers 
who do not happen to be engaged in gro^^ing crops or 
cattlo or in obtaining raw produce in some other way 

^directly from the earth, are exchangers and not producers. 
The extra value added to raw produce by the labour of the 
artisan was, they said, only the equivalent of the earnings of 
the artisan, and these earnings they seem to have supposed 
to consist entirely of raw prodnco. Manufactures are thus, 

llike commerce, merely exchanges of equal values, and pro- 
duce no wealth. The point involved is made very clear in 
one of Quesnay's dialogues : — 

' M. N. [Quesnay]. Mes r^ponses, mon ami, ne vous paraifisent ab- 
straitee quo parce quo vous n'avez pas encore vu bien clairement qne 
la valeur v^nala de ces marchandises n'est que la valeur mSme de la 
matiire premiere et de la subsistance que Touvrier a conaomro^e 
pendant son travail, et que le d^bit de cette valeur v^nale, r6pet6 pat 
Touvrier, n'est au fond qu*un commerce do revendeur. Avez-voua 
done dessein de me faire cxoire que revendre est produire t Je pourraia 
voua r^torquer k mon tour que votre intention serait fort captiense. 

M. H. [antiphjTsiocrat]. Mon intention n'est point captieuse, car 
je peufie bien s'mc^rement que rkvendbk avkc profit kst froduibe. 

AL N. Voua m'accuserez done encore de ne r^pondre que par des 
maximea gdn^ralea, si je voua r^pite que le commeire n'est gv'un 
echange de valeur povr valeur t-gale et que relativement h ces valeura 
il n*7 a ni perte ni gain entre los contractanta.*' 

Agriculture, on the other hand, not only provides the 
subsistence of the labourer, but also the rent of the land and 
the taxes levied from the land. It is therefore, Queanay 
thought, something more than an exchange of equal values ; 
lit is productive, while commerce and manufactures arc sterile. 
So in the TabUaib EconoviiqiLe, the 'productions and the 
reproduction totale consist of raw produce only." Classes 
which do not produce raw produce are conceived as being 
'paid out of the raw produce. *This system,' as Adam 
Smith himself says, 'seems to suppose' that *the revenue of 



(Euvru de Qunnay, od. OnckeDj pp. 637, 58& 
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the inhabitants of every coiintry ' consistfi altogether ' in the 
quantity of subsistence which their industry could procure 
to them;* 

Adam Smith was not prepared to go as far as this. The 
epithet sterile, which he translates ' barren and unproduc- 
tive/ applied to the labour of * artificers, manufacturers, and 
merchants,' appeared to him, as it did to most other people, 
• improper.' * But instead of falling back on his ' necessaries, 
conveniences, and amusements of human life,' and saying 
that no labour which produced any of them was barren or 
improductive, he seems to have begun loolcing about him to 
see where the division between productive and barren or 
unproductive labour ought to be drawn. To his frugal mind 
there was one form of labour which was obviously barren or 
unproductive, that of the menial servant. 'A man grows 
rich by employing a multitude of umuufacturers; he grows 
poor by maintaining a multitude of menial servants.*' The 
observation bears a sort of semblance of truth because it is 
so very much more likely that a man will ruin himself by 
employing too many menial servants than by employing tot* 
many factory hands, just as it is more likely that he will 
ruin himself by buying too much wine than by buying too 
many spades. Adam Smith, however, thought he had 
detected a ditierence between the labour of the 'manufacturer* 
and that of the ' menial servant/ in the fact that the manu- 
facturer produces a tangible article which can be sold,^ 
a 'vendible commodity,' while the work done by the 
menial sorvant adds to the value of nothing, ' and does 
not fix or realise itself in any permanent subject or 
vendible commodity which endures after that labour is past' 
Finding that the sovereign, the ofHcors of justice and, 
war, churchmen, lawyers, physicians, men of letters of all^ 
kinds (even economists), players, buffoons, musicians, opera- 
singers, dancers, resemble in this respect menial servants,' 
he sets them all down as ' unproductive/ * But unproduc- 
tive or not productive of what ? It docs not seem as if 
he meant that the labour in question is productive of 
nothing. That it produces something scorns to be implied 

I Book IV. ch. tx. p. 30(!6. * Ihid. p. 306 a. 

' Book ri, cb. iii. p. M6a. ♦ Hfid. pp. MS, 146. 
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in his remark that 'the noblest and most useful * unpro- 
ductive labour 'produces nothing which could afterwards 
purchase or procure an equal quantity of labour/ and also in 
his observation that ' the work of all ' unproductive labourers 
' perishes in the very instant of its production.' When he 
coidd say, ' Like the declamation of the actor, the harangue 
of the orator, or the tune of the musician, the work of all of 
/^hem perishes in the very instant of its production/ it is clear 
that he did not mean to deny that the actor, the orator, and 
the musician produce ' declamations, harangues, and tunes. 
He even admits that the labour of producing declamations, 
harangues, or tunes 'has a certain value regulated by the 
very same principles which regulate that of every other sort 
of labour,' and as he could scarcely have maintained that any 
sort of labour has a value except for what it produces, he 
would probably, if pressed, have admitted that the declama- 
tions, harangues, and tunes, have a value. Evidently what 
[really impressed him was not the valuelossness of the produce 
of ' improductive labour,' but its want of duration, ' Unpro- 
ductive labour' does not fix and realise itself in any per- 
manent subject or vendible commodity which endures after 
the 'labour is past, and for which an equal quantity of labour 
could afterwards be procured.' Now as regards the capital 
wealth of a community, this distinction between labour which 
produces permanent subjects or vendible commodities, and 
labour which produces things which perish in the very 
instant of their production, is by no means absurd. The 
things which perish in the very instant of their production 
can never form a part of the capital wealth of a country. 
The declamation of the actor, the harangue of the orator, and 
the tune of the musician find no place in Sir R. Giffen's Ormvth 



* Qucan&y Bometimei apo&ks of 'sterile' cUaaef * producing,' e.g. : ' Par 
example, deux nuUiooB d'hommea peuvent faire a&!tre pu la culture det 
t«rre8 la valeur d'ua milliard ea productions: au Ueu que troia milliona 
d'homznei no produiront que 1& Taleur de 700 millioiu en marchandises da 
mala d'aa^vn.'—CEuvrt*, od. Oncken, p. 280 note. In one of his dialogues ha 
says : ' On n'a point entrepris do faire disparattre la prodnction dea ouvragea 
lotmia par le travail dea artisana.* The only * production' which he has 
eodeaToared to disprove is, * une production r^U de rioheaaaa ; je dta rMU, 
oar Je no veax paa nier qu'il n'y ait addition de richatiea 4 la mati^re pre* 
mit^re dea ouvragea formus par lee artiaikna.' — Ibid. p. 529. 
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of Capital. So tho 'unproductive' labour, though it may 
often assist men to produce things which will, while they 
last, form a part of the capital of the country, does not 
directly and immediately produce such things. And it must 
be remembered that it is in the Second Book, ' Of the Nature, 
Accumulation, and Employment of Stock,' that the distinction 
between productive and unproductive labour occurs. 

But, unfortunately, being for from clear as to the differ- 
ence between capital- wealth and income-wealth, Adam Smith 
allowed the fact that some labour is unproductive of ' stock ' 
to afiect his conception of the annual produce, the 'real 
wealth * of the nation, with regard to which the durability of 
the things produced by labour is in reality of no significance. 
Tho declamations, harangues, and tunes are just as much a 
part of the annual produce as champagne or boots ; but Adam 
Smith, in his Second Book, excludes them all from the annual 
produce, which is, he declares, produced entirely by the ' pro- 
ductive labourers,' ^ who thus ' maintain ' not only themselves 
but all other classes, including the unproductive labourers. ^ 

People have always been rather apt to imagine that the 
class which they happen to think the most important ' main- 
tains' all the other classes with which it exchanges com- 
modities. The landowner, for instance, considers, or used to 
consider, his tenants as his ' dependants.' All consumers 
easily fall into the idea that they are doing a charitable act 
in maintaining a multitude of shopkeepers. Employers of 
all kinds everywhere believe that the employed ought to 
be grateful for thoir wages, while tlio employed firmly hold 
that the employer is msdntained entirely at their expense. 
So the physiocrats alleged that the husbandman maintained 
himself and all other classes ; and Adam Smith alleged that 

' *Tbe whole Annual produce, if we except the spontaneoua prodnotionfi 
ti ibfi euth, being the effect of productive labour,' — 6k. ]i. ch. iii. p. 147 a. 

* 'Both productive and unproductive Uboorert and thoae who do not 
labour at all are all equ&lly maintained by tho annual produce- of the land 
and Uboor of the country.*— Bk. il. ch. iii. p. 146 b. Hume apparently 
ahared theM opinSoni : — * Lawyers and phyeiciana beget no industry ; and it 
U even at the expenae of others they acquire their riohea ; ao that they ire 
•ure to diminish the poasessions of some of their fellow -citizo as as fast as 
they increase their own. Merchants, on the contrary, beget indnstry by 
aerving aa canals to convey it through every comer of the State. '—AVwy o/ 
inttrtMt, vol. il p. 71 in 1770 ed. of fit^yn. 
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the husbandman, the manufacturer, and the merchant main- 
tained themselves and all other classes. The pliysiocrats did 
not see that the husbandman was maintained by the manu- 
facturing industries of threshing, milling, and baking, just aa 
much as the millers or the tailors are maintained by the 
agricultural industries of ploughing and reaping. Adam 
jSmith did not see that the manufacturer and merchant are 
Imaintained by the menial services of cooking and washing; 
Ijust as much as the cooks and laundresses are maintained by 
[the manufacture of bonnets and the import of tea. 
. The annual produce or ' real wealth ' of a nation, in the 
I later part of Adam Smith's work, thus comes to consist exclu- 
V^iyplj of material objects. The total annual produce ceases 
to be equal to the total annual income or revenue of the 
community ; the annual revenue is divided into two parts — 
original revenue and derived revenue, and the total 'pro- 
duce' is equal to the original revenue alone. The original 
revenue is equal to the wages of productive labour, the rent, 
of land, and the profits of stock, and the derivative revenue 
is equal to the wages of unproductive labour and the rent of 
houses. A house ' is no doubt extremely useful ' to its owner 
when he lives in it, but it * contributes nothing to the revenue 
of its inhabitant' * If it is to be let to a tenant for rent, as 
the house itself can produce nothing, the tenant must alwaj'S 
pay the rent out of some other revenue which he derivee 
either from labour, or stock, or land.*^ It did not occur to 
Adam Smith to reflect that if a plough is let for rent, as the 
plough itself can produce nothing, the tenant miist always pay 
the rent out of some other revenue. He concludes that * the 
revenue of the whole body of the people can never be in the 
smallest degree increased ' by the existence of houses, so that 
a people living in palaces have no more original revenue, pro- 
duce, or 'real wealth' than if they wore housed in mud hovels.' 

» Bk. u. ch. L p. 121 a. 

' Tho unproductircacu of hooscs wu a phyBlocratic tenet. Cp. Morcier 
de U Rivi6re, L'Ordre Naturel tt SaaentUl, 12mo od., 1767, vol. ii. p. 123, 
in Daire^B Phy9i(>crtU€$, p. 487. 'O n'eat pu cette m&ison qui produit ells 
mtoe CM mille fr&Da. . . . Le loyer d*uiie moison n'est point pour la sooidtA 
une augmentation do revenu, one creation de richesscB nouveUes, U a'eit an 
oontrairo qn'on changement de main.' The canonist Pontas, on the other 
hand, writing a little before the phyaiocratio period, aayi : * La maisoa 
qn'Ariidde a venduS est un fondi qui lai prodairott un revena dont U sa 
prive par la vente.* — Dictionnaire, 1736, i. v. Interfit, voL iL p. "JSQ. 
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This very narrow conception of the annual produce or ■ 
wealth of a nation, though perhaps it is generally considered ' 
the ' orthodox ' conception, was by no means readily accepted 
by Adam Smith's followers. In France, where familiarity 
with the physiocratic system had bred contempt, it never 
obtained any holcL Sisinondi accepted it,^ but Gamier and 
J.-B. Say set the example, which has been followed by \ 
Bubsequent French writers, of rejecting it. Gamier acutely 

^points out that Adam Smith's assertion in the Second Book 
that a large proportion of wage-paid labour does not ' pro- 
duce * is in contradiction with the doctrine of the First Book 
that * the produce of labour constitutee the natural recom- 

>p6Dse or wages of labour.'^ J.-B. Say has a chapter/ 
* Desproduits immaUridSj cm des valeurs qui aont coneom* 

[•fn^ au moment de lewr 'production! in which he entirely I 

^declines to accept Adam Smiths restriction of wealth to I 
durable objects. In England Lauderdale exposed Adam 
Smith's inconsistency as follows : — 

' There is no one who has criticised the distinction which rests 
the value of commoditiea on their durability with greater acrimony 
than the person who wishes to mako the distinction botwixt produo- 
tivo and unproductive labour depend merely upon the duration of its 
produce. " We do not," says he, ** reckon that trade disadvantageoufl 
which consists in tho exchange of the hardware of England for the 
fViues of France, and yet hardware is a very durable commodity, and 
it not for this continual exportation, might, too, be accumulated 
for ages together, to the incredible augmentation of the pots and pans 
,€l the country."** 

Wealth ' regarded in its tme light ' is, according to Lauder- 
I, • the abundance of the objects of man's desire,' whether/ 
lurable or perishable. Tho able criticism of Lauderdale's 
»k in the Edinburgh Review for July 1804, though it 
id many faults with Lauderdale's theories, followed him on 
question. When Adam Smith spoke of unproductive 
carers he did not mean, says the reviewer, to undervalue 

1 Z%2a AfeAuM CommerHcdf, 1803, vol. i. pp. xzxiii, 29, 84. 

* Baektrehes mr 2a nature et Us caiue^ dt la richtne dtt naliofu par Adam 
Smith, vol T. p. 171. 

» TraiU, Livre i. ch. xUi. 

• Pubiic WeaUh, 1804, pp. 152, 153; Weailh o/ ^faliofu, p. 192 o. 
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\ their work^i but merely to assert that 
Ithe iveaUh of the community * : — 



they do not augment 



' Bat it may be observed in general that there is no solid distinc- 
tion betiveen the eS'uctive powers of the two classes whom Dr. Smith 
denominates productive and unproductive labourers. The end of all 
labour is to augment the wealth of the community ; that is to say, 
the fund from which the members of that community derive their 
subsistence, their comforts, and enjoymento. To confine the definition 
of wealth to mere subsistence is absurd. Those who argue thus 
admit butcher's meat and manufactured liquors to be subsistence; 
yet neither of them are necessary ; for if all comfort and enjoyment 
be kept out of view, vegetables and water would suffice for the sup- 
port of hfe ; and by this mode of reasoning the epithet of productive 
would be limited to the sort of employment that raises the species of 
food which each climate and soil is fitted to yield in greatest abund- 
ance with the least labour ; . . . aud in no country would any 
variation of employment whatever be consistent with the definition. 
According to this view of the question, therefore, the menial servant, 
the judge, the soldier, and the buffoon are to be ranked in the same 
class writh the husbandmen and manufacturers of every civilised com- 
munity. The produce of the labour is, in all these cases, calculated to 
supply either the necessities, the comforts, or the luxuries of society ; 
and that nation has more real wealth than another which possesses 
more of all those commodities.' ' 

The writer of the article 'Political Economy* in the 
fourth edition of the Encyclopcsdia Britannica (1810), 
though himself * rather disposed to adhere to the doctrine 
of Smith/ says of the distinction between productive and 
unproductive labour : — 

* The most eminent writera on this subject in the present age seem 
disposed to treat this distinction as nugatory. They urge that wealth 
cuQsists merely in the abundance of conveniences and pleasures of lifoj 
and that whoever contributes to augment these is a productive labourer, 
though he may not present us with any tangible commodity.' * 

1 If Adata Smith did not undervalue their work, why did he say of the 
phyaiocratB that ' they honour ' farmers and labourers * with the pcooliar 
appellation of the productive class,' aud ^endearoar to degrade ' artificers, 
luauufacturen, and merobants * by the homiliating appellatiou of the barren 
or UDproductive class ' Y (Bk. iv. oh. ix. p. 300 a). 

«P. 356, » Vol. xvii. p. 112. 



A 



v.] 



MATERIAL OBJECTS 



We might expect to find some discussion of Adam Smith's 
theory in James Mill's Commerce Defended, since William 
Spence» against whom Mill was writing, was a thorough- 
going physiocrat, and maintained that agriculture alone is ' 
productive. But neither in Commerce Defended nor in his 
Elemenis (1821) does James Mill enter into the question. 
Doubtless he accepted Adam Smith's doctrine. In one place 
he says ' the dogs, the horses of pleasure, and the menial 
servants produce nothing.'^ Ricardo quotes with approval 
Adam Smith's dictum that a man is rich or poor according 
to the degree in which he can afford to enjoy the necessaries, 
conveniences, and amusements of human Ufa," but is other- 
wise quite silent on the subject. ^ Malthus, desirous as usual 
of supporting Adam Smith, says : ' I should define wealth 
to be those material objects which are necessary, useful, or 
agreeable to mankind.** But he was not, apparently, alto- 
gether satisfied with this definition, for he thought it worth 
while to put forward a plan for calling all labour productive, 
but proditctivo in different degrees, ' if we do not confine 
wealth to tangible and material objects.' ^ Agricultural labour 
would be the most productive labour because it produces rent 
and profits as well as wages ; next would come other labour 
assisted by capital, which produces profits as well as wages ; 
and last would come Adam Smith's * unproductive ' labour, 
which produces wages only. Malthus rejects his own sug- 
gestion, because ' it makes the circumstance of the payment 
made for any particular kind of exertion, instead of the quality 
of the produce, the criterion of its being productive * \^ but it 
is far from clear what he means by this, M'CuUoch, in his 
article, ' Political Economy,' in the Supplement to the fourth 
edition of the Encyclopcedia Britannica (1823), said that 
political economy treats of wealth, ' if by wealth be meant 
those material products which possess exchangeable value 
and which are necessary, useful, or agreeable to man/' but 

> Oommeret Dejtndedt p. 69. 

* Frindpltt, lit ed. p. 377 ; 3d ed. in Worha^ p. 166. 
' In oa« of hU LtUer* to Malthta, p. 158, he aaye: 'If by vrealih yoa 

i« u I do, ftU those things which are desirable to m&n ' ; but this only 
tae«ns * if yoa think mAnofacturing l&boor productive.' 

* Political Economy, p. 28. 

* Ihid. p. 88. • ibid. p. 41. ' Supplement, vol vl p. 217 a. 
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in the enlarged edition of thLs article, published as Principles 
of Political Economy in 1825, ' material products ' are re- 
placed by 'articles or products/* the word material being 
thus omitted ; and towards the end of the work there occurs 
a vigorous attack on Adam Smith's theory of productive and; 
unproductive labour. * To begin/ says M'CuUoch, ' with his] 
strongest case, that of the menial servant * : — 

'Dr. Smith says that his labour ia unproduttiwt beoauBO it is .not 
realised in a vendible commodity, while the labour of the manufac- 
turer is prodwttve becaaie it is so realised. Bat of what is thd 
labour of the manufacturer really productive? Does it not consist, 
exclusively of comforts and conveniences required for the use and] 
accommodation of society t The manufacturer is fv^t a producer of' 
matter but of utility only. And is it not obviuus that the labour oV 
the menial servant is also productive of utility 7 It ia universally 
allowed that the labour of the husbandman who raises corn, beef, and 
other articles of provision is productive ; but if so, why is the labour 
of the menial servant, who performs the iteceuary and ttidispcnsMe 
toak of preparing and dressing these articles, and fitting them to bo 
used, to be set down as unproductive ? It is clear to demonstration 
that there is no difference whatever between the two species of 
industry — that they are either both productive or both unproductive. 
To produce a fire, it is just as necessary that coals should be carried 
from the cellar to the grate as that they should be carried from the 
bottom of the mine to the surface of the earth ; and if it is said that 
the miner is a productive labourer, must we not also say the some of 
the ser^'ont who is employed to moke and mend the fire ? , . . The 
end of all human exertion ia the same — that is, to increase the sum 
of necessaries, comforts, and enjoyments ; and it must be left to thai 
judgment of every one to determine what proportion of these com- 
forts he will have in the shape of menial services, aud what in the 
ahape of material products.' ^ 

If this was not enough, the question ought to have been 
settled finally by the remarks of Senior in his treatise on 
Political Economy in the Encyclopaedia MetropoUlana (18:^6). 
Senior declined to confine wealth to material objects, 'and 
explained, Tvith some skill, that the diiierence between the 

' p. 5. See also p. 1, where the same alteration la madew 
» Pp. 406, 407. * 8vo ed. p. 22. 
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products of Adam Smith's productive labourers and fchose 
of his unproductive labourers is, for tho most part, merely 
verbal : — 

' It appears to ha that the distinctions that have been attempted to 
be drawn between productive and unprodactive labourerSf or between 
the producers of material and immaterial products, or between commo- 
dities and services, rest on differences existing not in the things them- 
selves which are the objects considered, but in the modes in which they 
attract our attention. In those oasee in which uur attention is princi- 
pally called, not to the act of occafiioning the'alteration but to tho result 
of that act, to the thing altered, economists have termed the person 
who occasioned that alteration a productive labourer, or tho producer 
of a commodity or material product. Where, on the other hand, our 
attention is principally called, not to tho thing altered, bat to the act 
of occasioning that alteration, economists have termed the person 
occasioning that alteration an unproductive labourer, and bis exer- 
tions aervices or immaterial products. A shoemaker altere leather, 
and thread, and wax into a pair of shoes. A shoeblack alters a 
dirty pair into a dean pair. In the first case our attention is called 
principally tu the things as altered. The shoemaker, therefore, is 
said to make or produce shoes. In the case of the shoeblack, our 
attention is called principally to the act aa performed. He is not 
said to make or produce the commodity — clean shoes, but to perform 
the service of cleaning them. In each case there is, of course, an act 
and a result ; but in the one case our attention is called principally to 
the act, in the other to the result.' ' 

Whether our attention is called chiefly to the act or the 
result depends principally, Senior adds, on the question 
whether the thing altered still retains the same name, and 
also on the mode in which tho payment is mode: — 

' In some cases the producer is accustomed to sell, and we are 
aooustomed to purchase, not his lal)our, but the subject on which 
that labour has been employed ; aH when wo purchase a wig or a 
ohost of medicine. In other cases, what wo buy is not the thing 
altered but the labour of altering it, as when we employ a hairoutter 
or a physician. Our attention iu all these cases naturally fixes itself 
on tho thing which wo are accustomed to purchase ; and, according 
as we are accustomed to buy the labour, or the thing on which that 
labour has been expended — as wo are, in fact, accustomed to purchase 

^ 8vo ed pp. 61» A3. 
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a commo<lity or a service, we conaider a commodity or a serrice as 
the thing produced.' 

Borrowing, without acknowledgment, M'Culloch's com- 
parison of the labour of the coal-miner and of the servant 
who carries coals to the drawing-room, he concludes :■ — 

'The consumer pays for the coals themselves when raised and' 
received into his cellar, and pays the servant for the act of bringing 
them up. The miner, therefore, ia said to produce the material 
commodity, coals ; the servant the immaterial product, or service. 
Both, in fact, produce the same thing, an alteration in the condition of 
the existing particles of matter ; but the attention is fixed in the one 
case on the act, in the other on the result of that act.' ^ 

Probably no more would now have been heard of attempta] 
to exclude from the annual produce, ' the real wealth ' of a 
nation, an important part of its income, if J. S. Mill had not. 
put forward in 1844 and 1848 views of the subject which he 
had acquired in his early youth many years before. After 
the success of his Logic^ he published the Essays on some 
Unsettled Qiicstkms of Folitieal Econwny (1844), which 
he had written fourteen or fifteen years earlier, at the age of 
twenty-throe, and before Senior's work was published. In 
Essay in., ' On the words Productive and Unproductive/ he 
declares that all labour should be considered unproductive if^ 
it does not produce * permanent sources of enjoyment/ It 
is, he says, ' subversive of the ends of language' to say that 
'the labour of Madame Pasta was as well entitled to be 
called productive labour as that of a cotton spinner.' * ' The 
wealth of a country consists of the sum-total of the permanent 
sources of enjojonent, whether material or immaterial, con- 
tained in it; and labour or expenditure which tends to 
augment or to keep up these permanent soiu-cos should, we 
conceive, be termed productive.*' It is clear that these] 
remarks have no bearing on the question of what constitutes 
the annual produce, ' the real wealth,' of the country. Mill 
is thinking exclusively of the capital-wealth. Indeed at the 
end of the essay he uses the term, ' the permanent sources of 
ODJoyment,' which is said, in the passage just quoted, to be 



8to ed. pp. 52, 61 
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equivalent to ' the wealth of the country,' as an alternative 

I expression for ' the national capital' ^ But in the Principles, 
instead of profiting by Senior's observations, ho excludes, not 
only from capital but also from produce, all 'utilities not 
fixed or embodied in any object, but confiisting in a mere 
service rendered ; a pleasure given, an inconvenience or a pain 
averted during a longer or a shorter time, but without leaving 
a permanent acquisition in the improved qualities of any 
person or thing ' : * — 

'The three requisites of production, as has been so often repeated, 
ore labour, capital, and land. . . . Since each of these elements of 
production may bo separately appropriated, the industrial community 
may be considered as divided into landowners, capitalLstR, and pro- 
ductive labourers. Each of these classes, as such, obtains a share of 
the produce ; no other person or class obtains anything, except by 
concession from them. The remainder of the community b, in fact, 
supported at their expense, ^ving, if any equivalent, one consisting 
of unproductive services.' ' 

This implies, of course, that in adding up the national 
income we must exclude all wages of unproductive labour. 
The author of an elementary manual, ^vriting forty years 
after J. S. Mill, actually accepted this doctrine, saying that if 
we include in tlie national income the incomes both of a 
landowner and his butler. ' we have counted twice over what 
the butler receives.' We have, of course, done nothing of 
the kind. The butler has an income consisting of the neces- 
saries, conveniences, and amusements, which he obtains by 
means of the board, lodging, and money furnished him by 
his employer, and his employer has an income consisting of 
the necessaries and conveniences produced for him by the 
butler. Fortunately few or none of the econotnists who have 
expressed themselves in favour of, excluding the produce 
of 'unproductive* labour from the annual produce have 
attempted to adhere consistently to the exclusion. When 
they divide the annual produce into wages, profits, and rent, 
they mean, and their readers understand them to mean, all 
rent, all profits, and all wages. 

» p. 89. 

* Book 1. oh. iil. 4 2, Ul ed. vol. I pp. €7. 68 ; People's ed. p. 29 6. 

* Book n. oh. Ui. S 1> Ui od. vol. L p. 379 ; People's ed. p, 145 a. 
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Both production and distribution are suggested by the 
use of the words ' productive/ ' produce,' and ' distributed,* in 
the title of the first of these Books. The article, ' PoHtical 
Economy/ in the fourth edition of the Encyclopedia Britan- 
Tiioa (1810), is divided into five chapters : — 

L Of the Nature and different Species of Wealth. 

ii. Of the Sourcea of Wealth. 

iii. Of the manner in which Wealth is produced and distributed, 
iv. Of the Mercantile and Economical Systems. 

V. Of Public Revenue. 

The approach towards the familiar arrangement is here 
not quite so great as it seems. This can be sufficiently 
shown by quoting the headings of the seven sections into 
which the chapter on * the maimer in which wealth is pro- 
duced and distributed ' is divided. They are ; — 

1. The Division of Labour. 

2. Machinery. 

3. Of the different Employmenta of Labour and Stock 

4. Agriculture. 

5. Manufactures. 

6. Commerce. 

7. The Retail Trade. 

8. On the Coincidence between Public and Private Literest. 

Further advance is evident in D, Boileau's Introduction 
to the Study of Political EconoTiiy, or Elementary View o] 
the Maimer in whicli the Wealth of Nations is Produced 
Increased, Distributed, and CoTisu/nied (1811). This work 
is divided into four books : — 

L Nature and Origin of the Wealth of Nations. 
iL Increase of the Wealth of Nationa 
iiL Of the Distribation of the Wealth of Nations. 
iv. Consumption of the Wealth of Nationa 

'Origin' in the title of Book l is merely a synonym ol 
'production.' Ricardo's Princij^les of Political Economy 
ond Taxation (1817) never made any pretence to logical or 
systematic arrangement. The chapters followed each other 
almost at random, and in the Erst edition, from which 
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(1821), we find the diviaions to which the next genera- 
lion became accustomed. James Mill*s four chapters are ^ 

entitled : — 

1 Production. 

12. Diatribution. 
iii. lutercbaugQ. 
iv. Consamption. 

In the same year Torrens published his Essay on the 
Production of Wealth, and talked of completing * the task 
by remodelling and extending the disquisitions respecting 
the distribution of wealth ' which ho had ' already laid before 
the public,' ' in the Essay on the Com Trade, Since that 
time, though James Mill's 'consumption* has often been 
omitted, and his ' interchange/ which other people call 
'exchange/ has often been put in the first or second place 
instead of in the third, ' production ' and * distribution * have 
seldom failed to appear in English economic treatises as two 
of the great divisions of political economy. They probably 
came, along with 'consumption,' immediately from J.-B, 
Say's Traite d'£cono7nM Politique, which is divided into 
three Books : — 

i De la Production des RicbeaaoB. 
ii. De la Distribution des Ricbesaea. 
iii. De la Cousommation des Ricbeases.' 

The occurrence of the word forment in the second title 
of the Traitd, 'Sinvple Exposition de la Manihre dont se 
forment, ae distrUmentf et flc conBoniment les Rickesses,' 
seems to show that Say obtained the idea of his division ol 
the subject as much from Turgot's Rifiexions sur la ForTna- 
tiati et la Distribution dea Richessea, as from Book i. of the 
Wealth of Nations, 

§ 2. General Conception of the Theory of Prodxtetion, 

Before the middle of the eighteenth century a theory of 
production can scarcely be said to have existed. Durable 
objects being looked upon as the sole or chief kind of wealth, 
the functions of industry and trade seemed to bo the 

> P. T. > 2d c<L lau ; 1st ed. (1803) is diiTeKntly divided. 
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'cncuktioa'ofvMldL* Whaithepbjnocnfekadhooltiiniad 
Ihe attCBtiosi of eooDomiste CotfaeooDamuahfegoodioUazDed 
bj 1DMD0 of Agneoltitri^ the ideft of cbcoktuD gft^ 
idea of aa amnul wfod nB li an, whiA gndaalfy giev into 
the modem coooefXiaa cf production and ooosamptkML Hie 
tnmgtion ii Teiy obviooe in Adam Smith's chapter 'Of 
monej eonsdered aa a pardcalar brazich of the gmeral stock 
of the aodetj, or of the expeDse of maintaintng the national 
capital,' in which the whole annual prodnoe of the coantrj u 
nppoeed to be annual] j drcolated by mooey. 'the great 
wheal of circoLuion.'^ 

In hia 'Introduction and Plan,' howerer, no donbt 
latest portion of his work, Adam Smith aeems to hare looked 
at the matter quite from the modem stanc^ninL He says 
that the proportion which the annual produce bean to the 
number of those who are to consume it 

'Boat ia erctyoatioii be ngnlated by two ililTiMWil eneaHtBDees; 
fnt, bjr the tkSU^ detEtmij, and jodgoMnt with m^dA its khoor is 
genenlly applied ; and wcondiy, by the proportion between Uia 
nniDber of tlion vbo are employed in nsefol labour azMl that of 
wbo are not ao employed.' * 

A discussion of the different circimistAnces which r^^late 
the amount of per capita produce is exactly what we should 
expect to End in a theory of production. But neither of the 
' two different circumstances ' which regulate it are systema- 
tically discussed in the Wealth of Nati<m8. As to the 6rst 
circumstAnce, we are told at the beginning of the first chapter 
of Book L, that 

' the greatest improvement in the productive powers of labour, and 
the greater part of the Bkill, dexterity, and judgment with which it 
is everywhere dir^ted or applied^ seem to have been the effects of 
the diviaion of labour/ * 

but we hear nothing of the minor causes of improvement, 
and the smaller part of the skill, dexterity, and judgment 

' Even 80 acnte » nuui u FrattkHn wrote in 1768 : 'It may ae«in a paradox 
if I should aaaert that oar laboaring poor do in every year receive the whoU 
rtixnw Kfftkt nation.^— Memoirs^ 1833, voL vL p. 46. 

» Bk. n. ch. ii. pp. lS5fl. 127a, etc. « P. I o. * P. 2*. 
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The first four chapters of Book i. remain what thoy were in 
all probability originally intended to be, an essay on tho 
causes and consequences of the division of labour. They thus 
contain only a fragment, though, doubtless, in Adam Smith's 
opinion a large fragment, of a theory as to tho skill, dexterity, 
and judgment with which labour is geuorally applied. 

The second of the ' two different circumstances,' fares oven 
worse than the first. Tlie fourth paragraph of the Intro- 
duction and Plan gives some warning of its approaching fate, 
by depreciating its importance compared with that of the 
first circumstance. Savage nations, it seems, are miserably 
poor, though among them 'every individual who is able to 
work is more or less employed in useful labour,' whilo 
civilised nations are well off, * though a great number of 
people do not labour at all, many of whom consume the pro- 
duce of ten times, frequently of a himdred times, more labour 
than the greater part of those who worL' The fifth and 
sixth paragraphs are obviously intended to suggest that tho 
first circumstance will be dealt with in Book i., and the 
second in Book ii., but the sixth paragraph in reality sub- 
stitutes something entirely different : — 

' Whatever be the actual state of the skill, dexterity, and judg- 
ment with which labour is applied in any nation, the abundance or 
scantiness of its annual supply must depend, during the continuance 
of that state, upon the proportion between the number of those who 
are annoally employed in useful labour, and that of those who are not 
so employed. The number of useful and productive labourers, it will 
hereafter appear, is evorywhero in proportion to tho quantity of 
capital stock which is employed in sotting them to work, and to tho 
particular way in which it is so employed. The Second Book, there- 
fore, treats of the nature of capital stock, of the manner in which it ia 
gradually accumulated, and of tho different quantities of labour 
which it puts into motion, according to the different ways in which it 
is employed.' 

To give us a real theory of production, the Second Book 
ought, according to this arrangement of the matter, to show 
what regulates, not * the number of useful and productive 
labourers,' but 'the proportion between the number of those 
who are annually employed in useful labour, and that of those 
who are not so employed.' This it does not do. Most of it 
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deals only with tho absolute number of useful labourers, a 
' circumstanco ' which has nothing to do with per capita 
prodncBj and chapter iii. deals not with the proportion 
between the number of those who are employed in usefuli 
labour, and that of those who are not so employed, which is 
the second circumstance according to the third paragraph of 
the ' Introduction and Plan/ but with the proportion between 
the number of those who are employed in productive labour, 
and those who are not so employed, and it is expressly 

(admitted that 'unproductive' labour may be, and often is, in 
the highest degree 'useful.'^ The lame attempt in the sixth 
paragraph of the 'Introduction and Plan' to gloss over the 
discrepancy between the third paragraph and Book ii,, by 
first speaking of * useful ' labour alone, and then of ' usefiil 
and productive* labourers, as if 'productive' were a mere'i 
synonym of ' useful/ could scarcely, one would suppose, succeed 
except in the case of the most careless readers. 

So, instead of a fuU discussion of the causes which atifect 
the skill, dexterity, and judgment with which labour is 
applied, we are put off with an essay on the division of labour, 
and instead of a discussion of the causes which regulate ' the 
proportion between the number of those who are employed 
in useful labour and that of those who are not so employed/ 
wo are given a treatise on ' the proportion between the pro- 
ductive and unproductive hands/' 'productive' meaning 
something quite different from useful. 

If Ricardo had been asked where his theory of production 
was to be looked for in his Prvadples of Political Economy 
and Taxation, he would have answered with perfect justice, 
that in spite of the generality of its title," his work did not 

\ profess to deal with the production of wealth. It was merely 
an attempt to offer a solution of 'the principal problem in 
political economy/ which is, he thought, 'to determine the 

flaws which regulate' the distribution of the produce of a 
country between rent, profit, and wages.* He certainly 
had much to do with the addition to nineteenth-century 
poUtical economy of the ' law of diminishing returns,' but he 

» Bk. II. ch. Hi. p. 146 ft. • rhid., p. U7 6. 

^ On the. Priwi^iles qfPoliikcU Kconomy and TaxoAicn, 
* Pref«c«, ppw iii, iv. 
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ftnd Malthus and West seom always to have been more 
concerned with the effects of that law on distribution thani 
with its effects on production. 

Malthua's theory of production lies hidden in the confused 
tangle of the seventh chapter of his Political Economy, ' On 
the immediate causes of the progress of wealth/ Its chief 
feature seems to have been an insistence on the necessity of | 
consimiption in order to cause or stimulate production. 

In the first edition of James Mill's Elements (1821), the 
inquiiy as to ' What are the laws which regulate the pro- 
duction of commodities ' ^ fills less than four sparsely printed \ 
pages. These merely explain that man 'can do nothing 
more than produce motion/ that capital is a requisite of pro- 
duction, that capitalists and labourers are separate classes, 
and that division of labour and great manufactories are 
advantageous. It was Torrens who set the example of writingi 
a considerable quantity about production. His Essay on the 
ProdiLction of Wealth (1821) contains 430 pages and is 
about the same length as the Book on Production in J. S. 
Mill's Principles, A considerable portion of it, however, 
deals with questions of value, trade, currency, and demand 
and supply, which by most later writers have been relegated 
to the separate division of political economy entitled 
'Exchange/ The main body of the work consists of four 
chapters on the different kinds of industry — appropriative, 
manufacturing, agricultural, and mercantile. 

Stimulated perhaps by the appearance of Torrens's book, 
James MiU, in the second edition of his Elements, added a 
dozen new pages to his chapter on production, dividing them 
into two sections, of which the first is on 'Labour,' and 
consists chiefiy of an exposition of the advantages of 
division of labour, more expanded than that contained in the 
first edition, and the second is on 'Coital/ and consists 
chiefly of an explanation of the nature of capital 

M'Culloch considered that with regard to production, the 
business of the economist is ' an investigation of the means 
by which labour in general may be rendered most productive.'* 
Accordingly the bulk of his discussion of production falls in 



^F.4. 



* PrineiptMy 1825, p. 73. 
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the section which treats of the 'Means by which the 
Productive Powers of Labour are increased/' 

Senior and J. S. Mill conceived the treatment of production 
as properly consisting of a collection of observations about the 
three requisites of production. 

§ 8. The Three Reqmsites of Prodiicti(m, 

One of the most familiar and striking features of the 
theory of production, a£ taught in the text-books of the 
second half of the nineteenth century, is the practice of 
ascribing production to the co-operation or concurrence or 
joint use of three great agents, instruments, or requisites of 
production, Labour, Land, and Capital This triad of pro- 
ductive requisites did not very early become an integral part 
of English political economy. Its origin is apparently to be 
found in Adam Smith's division of the component parts of 
prices into wages, profit, and rent When Adfam Smith had 
divided the prices of commodities and sifterwards the revenue 
of the community into the wages of labour, the profits of 
stock, and the rent of land, it was to be expected that some 
one would say that the revenue of the community is produced 
by labour, capital, and land, and proceed to arrange the theory 
of production under the three headings, labour, capital, and 
land. This was done by J.-B. Say. The first chapter of 
Book I. of his Traill explains what is meant by ' production,' 
the second deals with ' the different sorts of industry and the 
manner in which they co-operate in production,' the third 
explains 'what a productive capital is and how capitals 
co-operate in production,' the fourth discusses ' the natural 
agents, especi^y land, which are of service in the production 
of wealth,' and the fifth, on * how industry, capitals, and 
natural agents join in production/ begins — 

' Nous avons vu de quelle mam&re I'induatrie, lee capitauz et let 
ageos natoreb concourent, chacun en ce qui les conceme, ^ la pro- 
duction ; D0U3 avons vu que ces trois t^l^ens de la production aont 
indiapensables pour qu'il y ait des produits cr66s.' * 

D. Boileau, in his Introduction to the Study of Politioal 
Economy, adopts an arrangement similar to that of Say, 

» Prind^, Pu II. § 2. * Sd ed., 18U, vol. i. p. 36. 
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having chapters on land, labour, capital, and the 'conjoint 
operation of land, labour, and capital' But the familiar triad 
of productive requisites can scarcely have been present in the 
znind of Ricardo, when, in the first words of his Preface, he 
spoke of ' the produce of the earth — all that is derived from 
its surface by the united application of labour, machinery, 
and capital'^ Malthus and M'CulIoch make no use of it. 
James Mill says ' the requisites to production are two — 
Labour and Capital.'- Torrens, however, teaches the doctrine 
of the triad very clearly : — 

'In the luDgaage of political economyp' he says, 'the original 
acquisition of wealth ia called production; and thoee things by meaua 
of which this acquisition is made are termed instruments of pro- 
duction. Thus the land which supplies the primary materials of 
wealth, the labour by which these materials are appropriated, pre- 
pared, augmented, or transferred, and the capital that aids these 
aereral operations, are all instruments of production/' 

But he does not divide his exposition of production into 
visions on labour, capital, and land. Senior and J. S. Mill 
ako labour and land (which Senior, like Say, calls 'natural 

agents ') the ' primary ' requisites of production, and capital 

(which Senior calls * abstinence ') only a secondary requisite. 

Senior says : — 

* We now proceed to consider the agents by whose intervention 
production takes place. 

'L Labour. — The primary instruments of production are Labour 
and thoee Agents of which Mature, unaided by man, alfordfi us the 
aattstance. . . . 

'II. IVatHral Agents. — Under the term "the agents afforded to 
OB by Nature," or, to use a shorter expression, "Natural Agents," we 
include every productive agent so far as it does not derive its powers 
from the art of man. , . . 

'in. AbstiruTKe. — But although htunan labour and the agency 
of Nature, independently of that of man, are the primary productive 
powers, they require the coucurrence of a third productive principle 
to give them complete efficiency. . . . 

' To the third principle ... we shall give the name of Abstinence.' * 

^ For & fnrther reference to this pasaage, see below, ch. iv. g 5. 

• EUmmtM, Uted. p. 7. » ProdiKiioii of Wealth, p. 66. 

* PoiaktU Ikorwmy, Svo ed. pp. 57, 58. 




4d TBS IDEA OF PRODTTOTIOir 

J. S. Mill at fiist BB,jB 'ihe requisites of production are 
two — ^labour, and appropriate natural objects/^ and only 
adds subsequentlj that 

* besides the primary and uniyersal reqmsiteB of prodaetion, labour 
and natural agents, there is another requisite without which no pro- 
ductive operations beyond the rude and scanty beginnings of primitiye 
industry are possible ; namely, a stock, previously accumulated, of the 
products of former labour.'* 

^ Thus even in 1848 the triad of requisites of production was 
not quite firmly established. 

^ PrmcipUi, Bk. z. ok. L S !> l>t ed. vol L p. 29 ; People's ed. p. 15a. 
^ /Nd, Bk. L oh. iv. f 1, lited. vol L p. 67; People's ed. p. 34 a. 



CHAPTER III 

THE FIRST REQUISITE OF PRODUCTION — LABOUB 

§ 1. The Requi^itenesa of Labour, 

Hume in his essay Of Com/merce says : ' Everything in the 
vorld is purchased by labour '; ^ and in Book i. chapter v. of 
the Wealth of Nations, Adam Smith, using the same phrase, 
says : 'All the wealth of the world was originally purchased by 
labour/ and speaks of labour as ' the original purchase-money 
that was paid for all things.'* These propositions are obvi- 
ously far too general It cannot reasonably be contended 
that an acre of land &om which all traces of man's labour 
have been carefully removed has been originally purchiuscd 
by labour ; and yet such land, if favourably situated, often 
constitutes a part of the capital wealth of the world. 

But to make labour a requisite of production it is only 
necessary that it should be requisite for the production of 
income- wealth, and Adam Smith claims no more for it in the 
opening paragraph of his work, which asserts that * all the 
necessaries, and conveniencies of life' which a nation 'annually 
consumes' are originally supplied by its annual labour. He 
puts the assertion forward as a self-evident proposition which 
requires no proof, and, in fact, its truth is impUed in the very 
conception of productioa No question was raised on the 
subject, and we may proceed at once to the discussion of the 
causes which make the productiveness of labour greater at 
one time than another. 



§ 2. The ProductiveTieaa of Labour, 
As we have already had occasion to observe,^ Adam Smith 

> BMafi, ed. of 1770, voL a p. 13. * P, 14 a. 

* Abor*, p. SO. 
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enumerated ^no* caus^))f improvement in the productive 
powers of labour, except the increase of division of labour. 

By the division of labour he did not, of course, understand 
morelj the division of labour which takes place within the 
walls of a single factory, or within the limits of a single busi- 
ness. The celebrated example of the pin factory, with which 
he begins his exposition of the subject, was only an endeavour 
to make ' the effects of the diinsion of labour in the general 
business of society ' ' more easily understood by considering 
in what manner it operates in some particular manufactures.' ^ 
He includes in the division of labour all that is sometimes 
called the separation of employments; it is not over the 
manufacture of pins'-heada that he waxes eloquent, but in 
the paragraph at the end of Chapter i., where he shows how 
each article of * the accommodation of the most common 
artificer or day labourer in a civilised and thriving country ' 
• is the produce of the joint labour of a great multitude of 
workmen.' * 

The maintenance and extension of division of labour in 
this large sense he attributes to the belief of each indi- 
vidual that he will serve his own interests best by devoting 
himself entirely to one or two occupations, but its fir.st ori;*in 
he seems inclined to attribute to a sort of histinct which ho 
calls ' a trucking disposition/* *a disposition to truck, barter, 
and exchange.' * He rejects the idea that its first origin can 
have been caused by a sense of the advantage which results 
from it, because he thinks that the advantage is due, not to 
the difference of natural talents between different individuals, 
but to the difference of acquired talents. ' The difference of 
natural talents in different men is, in reality, much less than 
we are aware of; and the very different genius which appears 
to distinguish men of different professions when grown up to 
maturity is not, upon many occasions, so much the cause as 
the effect of the division of labour." Without the disposition 
to tnick. barter, or exchange, the great philosopher would 
have been no better than a street porter.* 



> Bk. I. ob. i. p. 2 b, 
" Ibid., p. 6 a. The passage very probably owes something to Lock« 
on OovcmmaU, Bk. ii. § 43L 

* Bk. L ch, u. p. 7 6. • Ibid., p. 6 A. " Jhi<L, pp. 7. 8. 
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As ©very one knows, Adam Smith says that the great 
iBcrease in the productiveness of industry which results 
from the division of labour, 

* is owiog to three different circmnatances ; firat, to the increase of 
dexterity in every particular workman ; secondly, to the saving of the 
time which is commonJ^jA&tia-.pa&aing from one species of work to 
another ; and lastly, ^th e inventio n of a great nnmber of machines 
which facilitate and abridge labour, and enable one man to do the 
work of fianji' ' 

It was not necessary for his followers to add anything to 
his doctrine as to the increased dexterity of the workman. It 
is obvious that no man con learn all trades, and that very few 
men are capable of learning to execute efficiently more than 
a small number of different operations. The popular recog- 
nition of the fact is sufficiently attested by the proverbial 
phrase, 'Jack of all trades and master of none.' But against the 
increased dexterity of the workman at his particular business 
there may be set a certain disadvantage arising from too 
exclusive an attention to that business. Though Adam 
Smith does not mention this in £ook i., he has some strong 
remarks on the subject in Book v. Chapter L Article 2, ' Of 
the expense of the institutions for the education of youth.' 
He there says that the increased dexterity of the workman 
seems ' to bo acquired at the expense of his intellectual, 
Bocial, and martial virtues ' : — 

'The man whose whole life is spent in performing a few mmplo 
operations, of which the effects too are perhaps always the samCj or 
very nearly the same, has no occasion to exert his understanding, or 
to exercise his invention in finding out expedients for removing diffi- 
culties which never occor. He naturally loses, therefore, the habit of 
such exertion, and generally becomes as stupid and ignorant as it is 
possible for a human creature to become. The torpor of Lis mind 
renders him not only incapable of relishing or bearing a part in any 
rational conveTsation, but of conceiving any generous, noble, or tender 
sentiment, and consequently of forming any just judgment concoming 
many oven of the ordinary duties of private lifa'^ 

This is perhaps too severe. But we can scarcely agree 
with M'Culloch that ' the statements in this paragraph are as 

» Bk. I. ck L p. 4 » p. 360 6. 
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unfounded aa can well be imajrined,' ^ Specialisation has ita 
disadvantages, and thoy ought to bo recoj^nisod. Adam 
Smith may have omitted mention of them in Book i. owing] 
to an impression that they had not much to do with tho 
productive powers of labour. J.-B. Say, hunself a versatile 
genius* had no such scruples, and treats of the advantages 
and disadvantages of tho separation of industries in tho same 
chapter of his Traits (Book i. chapter viiL). ' It is/ he says, 
'a sad thing for a man to have to testify that he has never 
made more than the eighteenth part of a pla' A clever, 
lawyer, he remarks, ' if obliged to mond some trifling article' 
of his furniture, would not know how to begin ; ho could nofcj 
even knock in a nail without making the most mediocre 
apprentice laugh/* 

Tho second of tho three circumstances which, according to 
Adam Smith, cause division of labour to increase the pro- 
ductiveness of industry, 'the saving of the time which is 
commonly lost in passing from one species of work to another/ 
is also a very simple matter. It is generally agreed that, 
at any rate after childhood has been passed, it is a waste of 
time to be always passing from one occupation to another. 
J. S. Mill quarrelled with Adam Smith's dictum that a man 
who has often to change his occupation becomes 'slothful 
and lazy ' ; but ho certainly does not carry conviction to the 
ordinary mind by saying: * Few workmen change their work 
and their tools oftenor than a gardener; is he usually incap- 
able of vigorous application?'* for Adam Smith, and most 
owners of gardens, would answer in the affirmative. 

With regard to the third ' circumstance/ tho invention of 
machinery. Senior very justly observed that Adam Smith 
had attributed too much to the division of labour : — 

'Hia remark, "that the invention of all those machinca by which 
labour is so much facilitated and abridged, seems to have been 
originally owing to the division of labour," is too general Many of 

' In a note on the passage quoted. 

• J.-B. Say wttB aucceaaivoly a commercial clerk, a joumaliBt, a civil 
■errant, a writer on political economy, a cotton Hpiuner, a professor of 
political economy, and failed in none of these oapAcitiea, 

' 2ii ed. vol. i. p. 76. 

* /*r»Bci;)/M, Bk. i. oh. vilL g 6, lat cd. vol. i. p. 151 ; People's ed. 
p. 78 a. 
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oar moat nsefol implemeute have been inTented by persona ndther , 
mechanics by profesaion, nor themseWes employed in the operations 
which those implements facilitate. Arkwright was, as is well-known, 
a barber ; the inventor of the power-loom is a clergyman. Perhaps 
it would be a nearer approach to truth if we were to say that the division 
of labour has been occasioned by the use of implements. In a rude 
state of society every man posaeases, and every man can manage, 
every sort of instrument In an advanced state, when expensive 
machinery and an almost infinite variety of tools have superseded the 
few and simple implements of savage life, those only can profitably 
employ themselves in any branch of manufacture who can obtain the 
aid of machiuety, and have been trained to use the tools by which its 
proceBses are facilitated; and the division of labour is a necessary 
consequence. But, in fact, the use of tools and the division of labour so 
act and react on one another that their oiTeGts can seklom bo separated 
in practice.' ^ 

Thoro is no justification for denjdng to isolated man all 
inventive power, and it is clear that in many cases the (^vi- 
sion of labour acts rather as a check tbou as a stimulus to' 
the inventive faculty. We may well doubt whether it is 
really 'natural'' for a workman to be so attracted by the 
possibility of obtaining a lucrative patent as to turn his 
attention to the discovery of a means for superseding his own 
labour. Moreover, as J. S. Mill remarks, ' whatever may be 
the cause of making inventions, when they are once made, 
the increased efficiency of labour is owing to the invention 
itself, and not to the division of labour/' It is a mistalce to 
cram the whole effects of the invention of machinery under 
the head of division of labour. 

It is rather curious that Adam Smith, in spite of his 
apparent williugncss to multiply as much as possible the 
advantages of division of labour, should not have included 
among them the possibiHty of executing ditferent kinds of 
work in the places best suited for them, which, as he fiilly 
recognised,* is created by trade between diiferent countries. 
Without division of labour it would obviously be impossible, for 
example, for tea to be raised in China for English consump- 

1 PolitUal Economtf, 8vo ed. pp. 73, 74, 
■ WtaUh c^fNatiom, Bk. i. oh. L p. 5 a bottom ; 'n&tnrally.' 
* FrinciptUt Bk. L eh. viU. 9 6* 1st ed. vol. i. p. 154; People's e<1. 
a. * Bk. rv. ch. ii, pp. 200, 2U1. 
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tion; we should have to grow our tea in England or go 
without it. Six years before the Wealth of Naiiona was pub- 
lished Tui^t had ascribed the very origin of exchange and 
division of labour to the fact that * every soil does not produce 
everything,' ^ James Mill, in Com^iixerce Defended, aidd : — 

' The commerce of one country with another ia, in fact, merely on 
extension of that division of labour by which so many benefits are 
conferred on the hmnau race. ... In the world at large, that great 
empire of which the different kingdoms and tribes of men may be 
regarded as the provinces, . . . one province is favourable to the 
production of one species of accommodation and another province to 
another : by their mutual intercourse they are enabled to sort and to 
distribute their labour as most peculiarly suits the genius of each 
particular spot. The labour of the human race thus becomes much 
more productive, and every species of accommodation is aiTorded in 
much greater abundance.'' 

Ricardo was quite aware of the fact that the reason why 
exchanges arc mado between distant places is that each kind 
of labour may be carried on, so far as possible, in the place 
beet fitted for it : — 

'Under a system of perfectly free commerce/ he says, 'each 
country naturally devotes its capital and labour to such employments 
as are most beneficial to each. This pursuit of individual advantage 
is admirably connected with the universal good of the whole. By 
stimulating industry, by rewarding ingenuity, and by using most 
efficaciously the peculiar powers bestowed by nature, it distributes 
labour most effectively and most economically. ... It is this principle 
which determines that wine shall be made in France and Portugal, 
that com shall be grown in America and Poland, and that hardware 
and other goods shall be manufactured in England.' ^ 

But, not having occasion to write systematically on pro- 
duction or the division of labour, he had no opportunity or 
occasion to represent the fact as one of the advantages which 

' Rifitxi<mSt % ii. (in (Suvrctf ed. Dftire.ToL I p. 7). Steiiart.lo hii PrindpUg, 
Book II. cbAp. iii. (vol i. p. 179 ; Works, vol. L pp. 241, 212). says : ' Another 
advantage of tndo ii that industrioua people in one part of the conntry may 
supply customers in another, though distant. They nuy establish them* 
selves in the most conunodioua places for their respective business. . . •' 

* Pp. 58, 30. 

> PrindpUt, Ist ed. pp. 166, 157 ; 3d ed. in Works, pp. 76, 76. 
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result from tho division of labour. This was done by Torrens, 
with his usual tur^dity, in his Essay on the Production of 
Wealth :— 

'It is not in xnechaDicol oporationa alono that tho diviflion of 
employment augments the powera of industry. Nature, by giving to 
diiTeront districta ditfercnt soils and climates, baa adapted them for 
different prodnctiotis. ... If we sow com on our arable land, and feed 
cattle on our pastures ; if we cultivate the grape beneath a congenial 
sky, and breed sheep where their fleeces will be abundant; then 
shall we enjoy more com and cattle, more wine and clothing, than if 
we reversed the order of nature. . . . 

' The view which we have here given of the advantages resulting 
from the division of employment will enable us to form a just 
conception of the nature and extent of the benefits conferred by 
mercantile industry. This branch of industry, besides its direct 
operation in bestowing utility upon articles which otherwise could 
not possess it, allows each individual to confine himself to tho 
mechanical operation in which he is most skilful and export, or to 
give to his fields that peculiar mode of culture which is suitable to 
their solL'i 

M'CuUoch reckons among the ' means by which the pro- 
ductive powers of labour are increased' both 'division of, 
employments among individuals,' and 'division of employ-* 
inents among different countries, or commerce,'* and shows 
clearly, under tho second head, how tho productiveness of 
industry is increased by ' this " territorial division of labour," 
w it has been appropriately termed by Colonel Torrens/ * 

Senior gives the * territorial division of labour ' a prominent^ 
position b his account of the advantages of division of labour,* 
but J. S. Mill almost entirely n^lects the subject.^ 

Professor Babbage, in his Economy of Machinery and 
Manufactures (1832), pointed out that division of labour 
increases tho productiveness of industry by allowing each 
different kind of labour to be performed solely by the indi- 
Tidu&ls best naturally fitted for that kind of labour. He 



1 Pp. ifie-158. 

* Principtts, Part n. 1 11 heading. 

* Poliiital Stonomy, 8vo ©d, pp, 76, 
» Principles, Book I. ch»p, viil. S 3, 

betw««u towa uid ooaatry.* 



• Ibid., p. 119. 
?7. 
deals with 'Combination of labonr 
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expressed the tnit.b,* and J. S. Mill accepted it* rather as if 
it were only applicable to the division of labour which takes 
place within a factory or within the limits of a business, but 
of course it is equally applicable to the separation of employ- 
ments between men and women, adults and children, the 
clever and the stupid, the weak and the strong. J. S. Mill 
says that the advantage is ' not mentioned by Adam Smith/ 
but this is hardly tlie case. It would be more true to say 
that Adam Smith despised that advantage as compared with^ 
the advantage which results from each kind of labour being 
performed solely by the individuals who, in consequcnco of 
the division of labour, have the largest amount of acquired 
skill and dexterity. 

Wakefield, in his edition of the Wealth of Nations, reduced 
the division of labour or separation of employments to its 
proper place as only a part of the general co-operation which 
increaaes the productiveness of labour. He pointed out that 
the productiveness of labour is increased not only by Tuon 
dividing their labour and each doing different things, but 
also by their combining their labour and each doing the same 
thing in conjunction with the others. Looking on both 
cases as examples of * co-operation/ he divided co-operation 
into two distinct kinds: — 

' First, such co-operation oa takes place when several persons help 
each other in the same employment ; secondly, such co-operation as 
takes place when several persons help each other in different employ- 
ments. These may be termed simple co-operation and complex 
co-operation. . . . 

'In a vast namber of simple operations performed by human 
exertion, it is quite obvious that two men working together will do 
more than four, or four times four men, each of whom should work 
alone. In the lifting of heavy weights, for example, in the feUing of 

^ 'The mutor monufactaror, by dividing the work to be executed into 
different procesM«, each requiring diffcrout dcgreea of ekill iind force, oui 
pnrchiuo exactly that preoiso quantity of both which is neccMary for each 
proctiM ; whereas, if the whule work were executed by one workmiin, that 
person mnat pouess suffioiont skill to perform the moflt diffioalt, and sufficient 
itreogth to oxocute the most laborious, of the operations into which the art 
is divided.'— AVonomy of Mtuhintry and Man\(/actiirt», % 108, pp. 137. 138. 

^ PrinciplM, Book i. chap. viii. (5, Uted. vol i. pp. 154, 153; People'sj 
t»ip. 80. 
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trees, Id the sawing of timber, in the gathering of much hay or com 
daring a short period of fine weather, in draining a large extent of 
land daring the short season when such a work may be properly con- 
dactod, in the pulling of ropes on board ship, in the rowing of large 
boats, in some mining operations, in the erection of a scafTolding for 
bailding, and in the breaking of stones for the repair of a road, so 
that the whole of the road shall always be kept in good order; in all 
these simple operations, and thousands more, it is absolutely neces- 
sary that many persons should work together, at the same time, in 
the same phce, and in the same way.' ^ 

J. S. Mill saw the value of Wakefield's theory, and made 
use of it in his chapter ' Of Co-operation, or the Combination^ 
of Labour/' 

M'Culloch gave as ' the Hrst and most indispensable ' of 
the 'means by which the productive powers of labour are 
increased/ ' Security of property.' ^ There is, of course, no 
doubt that security of property is one of the conditions of 
high productiveness of labour. M'Culloch, as was to be ex- 
pected considering the almost pre-socialist time at which he 
was writing, was rather inclined to mix up security of property 
with a rigid maintenance of an individualist regime ; but J. S. 
Mill, in treating of ' superior security * as one of the causes 
of the superior productiveness of land, labour, and capital, 
avoids this error, understanding that there might bo as much 
security in a communist as in an individualist society* 

Besides co-opcrallon and superior security, J. S. Mill 
enumerated three other great causes for land, labour, and 
capital being of superior productiveness at one time than at 
another, namely, * greater energy of labour/ ' superior skill 
and knowledge/ and 'superiority of intelligence and trust- 
worthiness in the community generally/ ^ The first two of 
these had been treated by Adam Smith in so far as they 
are produced by division of labour, but they are obviously 
alflo the result of other causes. 

» Vol. i pp. 26, 27. 

* PrindpUa, Book i. chap. viil. % I, lit ed. vol L pp. 138, 139; People*! 
•d. p. 72 a. 

» PrineipUt, Part ll. g U. pp. 74-84. 

* PrineipUt, Book 1. obap. TiL fi 6, Ut ed. rcL L pp. ia4«130 1 People's 
•d. pp. 70. 71. 

■ Ibid., Hook 1. cbjip. vii. H 8, 4, 5, headings iu Contentv. 
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In addition to all these causes of variation the produc- 
tiveness of labour is also affected by changes in the magni- 
tude of the accumulation of instruments of production, and 
by changes in the number of persons who have to live and 
work on a g^ven area. But owing to the practice of treating 
land and capital as requisites, or even agents of production, 
co-ordinate with labour itself, these changes wUl be more 
convemently dealt with in the next two chapters. 



CHAPTER IV 



THE SECOND REQUISITE OF PRODUCTION— CAPITAL 



§ 1. The Wcrrd, 

The word 'capital/ in its economic sense, has neither 
more nor less to do with the French ' cheptd ' and the English 
•cattle' and 'chattels'^ than it has with the 'chapter' of a book 
or the * capital ' of a pillar. In Dr. Murray's New Evgliek 
Dicii<ma/ry the article on the word 'capital' is divided into 
two sections. In the first of these, which treats of the word 
when used as an adjective, the eighth meaning is, 'Of or 
pertaining to the original funds of a trader, company, or 
corporation ; principal ; keTice, serving as a basis for tinancial 
and other operations.' In the second section, which treats 
of the adjective elliptically used as a substantive, the first 
meaning given is ' a capital letter/ the second ' a capital town 
or city/ and the third ' a capital stock or fund.' Under this 
he&d we read : — 

*{a.) Gommtrce. — The stock of a company, corporation, or indi- 
ridaal with which they enter into business, and on which profits or 
dividends are calculated; in a joint^tock company it conaists of 
tbe total sum of the contributions of the shareholders, (ft.) Political 
Edonvmy. — The acciunulated wealth of an individual, company, or 

' Bur H. Maine Mya : ' Thtre ar« some few faota both of etymology uid of 
Uq/d cUMifioatioD which point to tbe former importance of oxen. Ca/pitaU 
— kine reckoned by the head— cattle — bae given birth to one of tbe meet 
famooa termi of law and to one of the moet famous terms of political economy, 
Chatteli. and Capital ' {Early Hiatory of IfUiUutiotut, p. U7) ; but he adduces 
no evidence of any historical connection between capifalc, kine, and capital in 
the economic or commercial eeose. Still more groundless is tbe statement of 
Mr. H. D. Sfiacleod : ' The word capitad comes to ua from the Greek xe^Xaiop 
a apital. or principal sum plac«d out at interest* {Principle qf Economical 
PhUo»ophy, Sd cd. 1879. vol. L p. 225). 
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community, used as a fund for carrying on fresh production ; wealth 
in any form uaed to help in producing more wealth-' 

The adjectiTe was ' used elliptically as a substantive * in 
the commorcial sense, at least as early as the first half of the 
seventeenth century;^ but the fact that it was merely an 
adjective was by no means forgotten. In 1697 Parliament 
passed ' an Act for making good the Deficiencies of several 
Funds therein mentioned, and for enlarging the Capital Stock 
of the Bank of England, and for raising the Public Credit.' - 
Section zx. of this Act not only shows that the adjective 
' capital,' applied to stock, could then be placed between two 
other adjectives, but also shows that the plan of issuing new 
capital at a premixim, or at a discount, was not then under- 
stood Before the new capital was created it was considered 
necessary to compute the old at the value of the actual 
property held : — 

'And for the better settling and adjusting the Right and Property 
of each Member of the present Corporation of the Governor and Com- 
pany of the Bank of England, before any such Enlargement as afore- 
said, be made thereunto ; be it further enacted by the authority afore- 
said that before the Four and Twentieth Day of July One thousand six 
hundred and ninety-seven, the Common, Capital, and Principal Stock of 
the said Govomur and Company shall be computed and estimated by 
the Principal and Interest owing to thom from the King or any others, 
and by Cash, or by any other EfTocta whereof the said Capital Stock 
shall then really consist over and above the Value of the Debts which 
they shall owe at the same Time for Principal or Interest to any other 
Person or Persons whatsoever.'* 



* The Merchant^ 8 Mirrour; or Directioru /or the perfect ordering and 
keeping q/ hu^ Accounts, by Ricbjkrd Dafforne (1635), g^vea among examples 
of book-keeping : — 

• No. y(t. To booke the capitail which each partner qf a joint company 
%n'Omifttth to bring I'n : — 

Simon Sanda promisoth into the comp&ny for his stocke, . . gL 11,400 
And Richard Rakot for hia atocke intcndetb, • . • . gl. 7,S00 



gl. 19,200.' 

• 8 and e W. & M. oap. 20. 

■ In Thorold Rogers* First Nine Yean of the Bank of England, p. 89, the 
Words, 'from the king or any others, and by coah or by any other eSect*/ 
are oorroptcd, evidently by miareoding of mauoacript, into 'by the king 
nnd by each or any other effects, ' 
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In Djche and Pardon's Dictionary (1735) the article on 
* Capital ' begins : — 

' Capital (A). Chief, head, or principal ; it relates to several 
tluiigs, as the capital sCoch^ ia trading companies, is the fund or 
quantity of money they are by their charter allowed to employ in 
trade." 



§ 2. Adam Smith on the Nature and Origin of the 
Co/pitaZ of a Go^nTtiunity. 

In the First Book of the Wealth of Nations we hear little 
of * capital' or 'capital stock.' When it is mentioned it is 
not distinguished from ' stock' ' Now the ' stock ' of a trader, 
so far as his trade is concerned, consists, and seems always to 
have consisted, of the movable goods which he holds in his 
possession in the way of business. The stock of a shopkeeper 
is the wares in his shop, the ' live and dead stock ' of a farmer 
is his cattle, horses, and implements, and so on. Movables 
shade into fixtures in rather an insensible manner, and fixed 
property, such as factories, houses, and other buildings, can 
scarcely be separated from the land on which it stands; 
80 that the meaning of the phrase, the stock of an individual 
trader, could easily be extended so as to make it include all 
the property which he holds for the purpose of his business 

' Compare viib thia : * The Hollanders' capital in the £Aat India Com* 
ly is worth above three mlUionB.' — Petty, ^«verci^ EsBaya in Political 
ithnutic (1699), p. 165. The aolhor of A Discoune qf Money . . . ioith 
ft^ctiong on Iht prcMiU tvil state of the Coin of thia Kingdom (1696) repro- 
■euta boardiag ae *a meaiu uf jncreaaiog the capital stock of uatiooal 
tnanire,* and says : ' You trade to loss if you buy from abroad and pay 
more money for what you fetch from foreigners than you receive from them 
for your service and your native fruits and manufactures. . . . Vou are 
blowiug a dead cole, and t&ke alt this pains but to dimimsb your capital or 
nntioual stock of treasure' (p. 193). William Richardson, in his AVvay on 
rAc C'aiuM ^ OtA Dtrliiit of the Foraign Trade (1744), uses the word capital 
In ita commercial sense in the plural, complaining that customs duties 
' lesaen the capitals of our merchants by keeping a great part of their stocks 
by them idle to pay the duties of the goods they import ' (p 173 in Overstoue'a 
Tract* on Commtrct). Philip Cantillon, on the other hand, uses the singular, 
apitkiiig of * the capital of our merchants. *—^fta^^«i<f qf IVadt (1759]| p. 160. 
Bichard C&ntilloQ uses singular and plural (in French) indifferently.— A^wai 

• U Commerce, p. 376- 

* See pp. 22^23 6, 43 a, 51 a. 
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at any one time. And when wo look at the matter from a 
comprehensive point of view, regarding rather the things 
which are of importance to the community than those which 
are only of importance to the individual, the diatinction be- 
tween what is held for the purpose of a man's business and 
what is held for his own immediate benefit appears rather 
trivial. For example, ovens are ovens, and usoftil for baking, 
whother thoy belong to a baker or a private individual. 

As to the meaning of ' stock ' and its s^Tionym ' capital ' 
m Book I. of the Weulth of Nations, all that can be said with 
complete certainty is that it is the amount upon which the 
profits of a business are calculated. In Book ix., where Adam 
Smith for the first time goes into the question, the stock of 
an individual is the whole amount of personal property, or 
property other than land, which he possesses at any given 
point of time, and the stock of a commimity is the sum of 
the stocks of its individual members. The capital of an 
individual is not identical with his stock, but is only that 
part of it which is to afford him a revenue — that is, a re- 
venue in money, or at any rate a revenue in commodities 
obtained not directly but by way of exchange. The rest of 
the stock is merely a reserve for ' immediate ' consumption, 
and is not entitled to be called capital : — 

' When the stock which a man possesBeB is no more than suffi- 
cient to maintain him for a few days or a few weeks, he seldom 
thinks of deriving any revenue from it. . . . But when he poaseases 
stock sufficient to maintain him for months or years, he naturally 
endeavours to derive a revenue from the greater part of it ; reserving 
only so much for his immediate consumption as may maintain him 
till this revenue begins to come in. His whole stock, therefore, is 
distinguished into two parts. That port which he expects is to afford 
him tULa revenue is called his capital. The other is that which sup- 
plies his immediate consumption, and which consists either, first, in 
that portion of his whole stock which was originally reserved for this 
purpose ; or secondly, in his revenue, from whatever source derived, 
as it gradually comes in ; or thirdly, in such things as had been pur- 
chased by either of these in former years, and which are not yet 
entirely consumed, such as a stock of clothes, household furniture, 
and the like/' 

> Bk. n. ch. i. beginning, pp. U9 6, 120 a. 
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In other words, a maii's total stock or capital- wealth may 
be divided into the part which ho invests in a business in- 
tended to bring in a money return and the part which he 
retains for his own use> and Adam Smith chooses to calli 
only the first of these two parts his ' capital/ The stock of 
John Brown, baker, is the whole of John Brown's possessions 
other than land, but his ' capital ' is only that part of his 
possessions which is employed in the bakery business. JSow 
even as regards the individual, this definition of capital gives 
us rather an unsatisfactory and useless entity. In the first 
place, it is neither customary nor convenient to exclude land 
from the capital of an individual or company. A factory- 
owner includes in the sum of money at which he reckons his 
capital the coat or value of the land he has bought for his 
business ; and it would puzzle any one to exclude land from 
the capital of a railway or dock company. In the second 
place, 80 long as an individual derives a benefit from the 
possession of his stock, it is of little importance whether ho 
receives that benefit directly or first receives money which he 
exchanges for it. According to Adam Smith, if a man goes 
to live in his own house, which is worth £2000, instead of 
continuing to let it for £120 a year and hiring some other 
person's house for £120 a year, he thereby reduces his capital 
by £2000. If this is so, all that can be said is that the 
magnitude of a man's capital is not of much importance. 

Not content with having mado a somewhat trivial dis-\ 
tincUon In the case of the individual, Adam Smith, according ) 
to his usual practice of reasoning from the individual to the 
commimity, endeavoured to apply it, with but slight modifi- 
cation, to the case of the nation. 

Before doing so, however, he divided an individual's capital 
into two parts : (1 ) ' circulating capital,' and (2) ' fixed capital.' 1 
These terms were probably used in his Lime in the ordinary ' 
conversation of men of business very much as they are to-day, 
an individual's fixed capital being the amount of money he 
has invested in buildings, stationary machines, and other 
immovable instruments of trade, and his circulating capital 
being the portion of his capital which he is in the habit of 
Uying out at regular intorvids in the form of money, with the 
e^poctalion of seeing it come round again to him in the same 
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form. But when the words are used in this sense there is 
obviously a good deal of capital which is neither fixed nor 
circulating. No one who had kept himself free from the 
infection of political economy would classify a carrier's cart 
as either fixed or circulating capital ^ So in some trades the 
terms might convey a useful meaning, and might between 
them exhaust the whole of the capital ; in others they would 
not be apphcable. The efforts of Adam Smith and his fol- 
lowers were directed towards finding definitions of the tenns 
which would give them a precise meaning and make them 
cover all kinds of capital. 

Adam Smith makes the distinction turn on the question 

(whether the individual obtains his profit on the capital by 
keeping and using or by selling the articles of which it is 
composed : — 

' There are,' he saya, ' two different ways in which a capital may 
be employed so as to yield a revonae or profit to ita employer. 

^ First, It may be employed in raising, manufacturing, or par- 
chasing goods, and selling them again with a profit. . . . 

' Secondiy, It may be employed in the improvement of land, in 
the purchase of useful machines and instruments of trade, or in such 
like things as yield a revenue or profit without changing masters or 
circulating any further.' * 

/If employed in the first way it is a circulating, and if 
employed the second way it is a fixed, capital Adam Smith 
proceeds to observe that different occupations require very 
different proportionate amounts of fixed and circulating 
capital ' The capital of a merchant/ he assures us, ' is alto- 
gether a circulating capital He has occasion for no machines 
or instruments of trade imless his shop or warehouse be con- 
sidered as such/ and why not ? The needles of a master 
tailor are, it scorns, his fixed capital ; but * the far greater 
part of the capital of all such master artificers ' as tailors, 
shoemakers, weavers,. 'is circulated either in the wages of 
their workmen or in the price of their materials, and repaid 
with a profit by the price of the work/ 

' That part of the capital of the farmer which is employed in the 

1 MftUhuB, Political Economy, p. 263, apeaki of bortes u * fixed capital.' 
• P. 120 a. 
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instrumenta of agriculture is a fixed, that which is employed in the 
vagos and maintenance of his labouring servants is a circulating, 
capital He makes a profit of the one by keeping it in hi9 own 
possMsion, and of the other by parting with it. The price or value 
of his labouring cattle is a fixed capital in the same manner as that 
of the instruments of husbandry ; their maintenance is a circulating 
capital iu the same manner as that of the labouring servants. The 
farmer makes his profit by keeping the labouring cattle, and by 
parting with their maintenance. Both the price and the main- 
tenance of the cattle which are bought in and fattened, not for 
labour but for sale^ ore a circulating capital. The farmer makes his 
profit by parting with them. A flock of sheep or a herd of cattle 
that in a breeding country is bought in neither for labour nor for 
sale, but in order to make a profit by their wool, by their milk, and 
by their increase, is a fixed capital. The profit is made by keeping 
them. Their maintenance is a circulating capital The profit is 
made by parting with it, and it comes back with both its own profit 
and the profit on the whole price of the cattle, in the price of the wool» 
the milk, and the increase. The whole value of the seed, too, is pro- 
perly a fixed capital. Though it goes backwards and forwards between 
the ground and the granary, it never changes masters, and therefore 
does not properly circulate. The farmer makes his profit not by its 
•ale but by its increase.' ^ 

This is exceedingly, not to say excessively, ingeiiious. 
Tlie cost or value of your fruit-tree is fixed capital, because 
you only sell the fruit and not the tree itself ; but the cost 
or value of your growing corn, or so much of it as will not bo 
kept for seed, is circulating capital, because you sell the stalk 
or straw as well as the fruit or grain. If you reserve part of 
your grain for seed, the value of this part is fixed capital ; but 
if, for any reason, you sell the whole of your grain, and buy 
your seed from some one else, the value of the whole of your 
grain is circulating capital 

It is curious to notice how Adam Smith, in his accoimt of 
the capital of an individual, wavers between the conception 
of the capital as a sum of money ' employed,' as he calls it, or 
* invested/ as we should call it, in the purchase of some com- 
modity, and the conception of the capital as the commodity 
itself. The capital is ' employed in raising, manufacturing, 
or purchasing goods, and selling them again with a profit,' 

» Pp. 120 6, 121 a. 
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or 'in the improTement of land, in the purchase of useful 
machines and instruments of trade ' ; it is * Exed in the 
instruments * of a master artificer's trade ; it is * the price 
or value ' of a farmer's labouring cattle and ' the value of the 
seed * which he uses ; in all these cases the capital is a sum 
of money laid out. In other cases it is the articles obtained 
by means of this money : ' the goods of the merchant ' are 
his circulating capital, and 'a flock of sheep or a herd of 
cattle ' is a part of the farmer's capital The first conception 
— that in which the capital appears to be a sum of money — 
is, of course, the popular one ; in ordinary conversation, if the 
question be asked. ' What is the capital of such and such an 
individual or company ? ' every one expects the answer to be, 
' So many thousand or so many miUion pounds.' The capital 
of an individual is the number of pounds his property is sup- 
posed to be worth; the capital of a company is the sum of 
money which has been nominally, but not necessarily actually, 
invested in the business by the shareholders. The second 
conception, that in which the capital appears as the actual 
property possessed by the individual, is the more appropriate 
to the purposes of economic inquiry, and when Adam Smith 
proceeds to consider the capital of the community he keeps it 
very steadily before him. 

/ In discussing the division of the stock of a community 
/Adam Smith does not, as in the case of the individual, first 
/ divide it into the reserve for consumption and the capital, 
^^and then subdivide the capital into the fixed and the circu- 
iting capital, but divides the whole stock at once into three 
►rtions : (i.) the reserve for consumption, (ii) the fixed capital, 
and (iii.) the circulating capital ^ 

(I) The reserve for consumption consists of the * stock of 
food, clothes, household furniture, etc., which have boon 
purchased by their proper consumers, but which are not 
yet entirely consumed,' and also of ' tho whole stock of mere 
dwelling-houses' * subsisting at any one time,' 

(ii.) The fixed capital consists chiefly of (1) 'useful machines 
and instruments of trade ' ; (2) ' profitable buildings which are 
the means of procuring a revenue, not only to their proprietor 



^ P. 121 a. 
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who lets them for a rent, but to the person who possesses 
them and pays that rent for them ' ; (3) ' improvements of 
land * ; and (4) ' the acquired and useful abilities of all the 
inhabitants or members of the society/ 

(iii) The circulating capital consists of (1) money; (2) 
provisions in the possession of sellers ; (3) materials and un- 
finished goods in the possession of makers ; and (4) finished 
goods in the possession of makers, merchants, or retailers. ^ 

Adam Smith had begun by assuming that primd facie^ 
or as ho expresses it, 'naturally/ the community's stock might 
be expected to divide itself into the same three portions as an 
individual's stock, each pari doubtless consisting of the sum 
of the corresponding parts of individual's capitals. The 
characteristic of the first part is, he says, that it affords no 
revenue or profit, the characteristic of the second part is that 
it affords a revenue without circulating or changing masters, 
and the characteristic of the third part is that it affords a 
revenue only by circulating or changing masters. Now, as 
regards the community, the distinction between stock which 
brings in a revenue in money to its owner, and stock which 
brings in immediate benefits, is even more trivial than it is 
as regards the individual. There may be some slight reason 
for distinguishing the stock of John Brown, baker, into stock 
invested in the bakery business and other stock, since, in all 
probability, the stock invested in the business is the only part 
of which John Brown keeps any accurate accounts ; the rest 
of the stock will be cared for on rule of thumb principles by 
Mra Brown. But to the community in general the distinction 
can in itself be of no importance. Whether a thing brings 
in a money revenue to its owner or not, depends on the pre- 
valence of exchange. Thus, where people live in their own 
houses and bake their own bread, ovens bring in no money 
revenue to their owners; when division of labour and 
exchange is carried so far that people buy their bread from 
a b«ker, some ovens begin to yield a money revenue. The 
advantage which the community obtains from the possession 
of ovens, is of exactly the same nature as before. Having 
some inkling of this, Adam Smith, while he says that the 

» Pp. 121. 122. 
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general 8tx)ck of any country or society is the same with that 
of all its inhabitants, is not prepared in Book n. chapter L 
to assert that the capital of a country is exactly the same 
with that of all of its inhabitants.' In order that a thing may 
foim part of the capital of a country, it must, he thinks, 
not only bring in a money revenue to its owner, but also 
hfm^ in a real revenue to the community. The real revenue 
of the community he always, at least in the Second Book, as 
we have already seen,* imagines to consist solely of tangible 
objects. Consequently he excludes from the capital of the 
community everything which does not appear to him to yield 
a revenue consisting of such objects. It is nothing to him 
that houses, clothes, and funilture yield shelter, warmth, and 
comfort ; they yield no tangible objects and no real revenue. 
If the owners of such things receive a money revenue from 
them, that money revenue is * paid out of some other revenue,** 
and therefore they are not part of the capital of the country. 
Innumerable fallacies have lurked under propositions to 
the effect that the incomes of one set of persons are ' paid out 
of* those of another set The truth is that the real incomes 
consist of what is bought with money. The * money ' which 
a man pays as the rent of his house is not his real income or 
revenue ; his real income or revenue is the comfort of hving 
in the house. This is not paid out of any other revenue ; the 
money he pays is doubtless derived from some other source, 
but this is the case with all his payments. The man's house 
rent is paid out of the money he derives from his labour or 
from his property, but so is his butcher's biU. His land- 
lord's income is as real an income as that of his butcher.* 
' The house itself/ says Adam Smith, by way of clinching his 
argument, 'can produce nothing.'* If this is to prove his 
case, the things which do constitute the capital and bring in 

' III chap, iii, however (p. 149 h), he speaks of ' the capital of a society ' 
aa being * the same with that of all the individuals who compote it.' 

a Above, p. 24. ■ P. 121 a. 

* Of course the total received by the landlord la not entirely his money 
income any more than the total received by the butcher is entirely his money 
income ; in both coses the money income is only the proBts, the amonnta 
which the landlord and the butcher could, if they chose, spend upon the 
comforts, conveniences, and amusements of life without reducing their pro- 
perty, and the real in(-ome is what they actually do bay with these amouuti 
of money. * P. I'Jl a. 
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a real revenue, ought all to produce something, but how a 
shop or a warehouse can be any more capable of producing 
something than a house, it is impossible to conceive ; Adam 
Smith does no more than suggest that they do so because 
' they are a sort of instruments of trade/ and insbiiments of 
trade ' facilitate and abridge labour.' ^ In order to show that 
money, provisions, and materials produce something, he is 
reduced to insinuatinf^ that they do so because the most 
useful machines and instruments of trade will produce nothing 
without them.* That the revenue which the owners of all 
the articles comprised in the capital of the country derive 
&om them is not, just as much as the rent of houses, 'paid 
out of some other rovcnne,' he makes no attempt to show, 
except in the case of ' profitable buildings,' and, with regard to 
them, he only says that they are a means of procuring a 
revenue to their tenants as well as to their owners.' His 
meaning probably is that the tenants pay the rent out of their 
gross receipts, and not out of their net receipts or incoma 
This, no doubt, is true, but it only carries the matter one step 
further back : the rent of a grocer's shop does not come out 
of the grocer's money revenue or income, but it does come 
out of the money revenues or incomes of his customers, just 
as much as the rent of a dwelling-house comes out of the 
money income of the occupier. If whether a thing is part of 
the capital of a country or not is to be decided by the answer 
to the question whether the payments made for the use of it 
are drawn immediately from the payer's gross receipts or from 
his income, a dwelling-house let to a lodging-house keeper 
would form part of the capital of the country, in spite of 
its inability to produce anything, and in spite of its exact 
similarity to another house let to a private individual. 

Adam Smith's division of the stock of a society into thdt 
part from which it derives a revenue and the part from\ 
which it docs not derive a revenue is, in short, perfectly ^ 
bdcfensible. The society derives a real revenue consisting of 
'necessaries, conveniences, and amusements' from the whole 
of its stock. According to Book ii, chap. L of the Wealth of 
Sationa, the commodities stored in the shop of a dealer 
yield a revenue to the community, while Uie very same 

* P. 1216. « p. 122 6. » P. 1216. 
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oommoditios, when sold to their final user or consumer, yield 
no revenue; a carriage, for instance, yields a revenue, and 
perhaps even ' produces something/ so long as it is standing 
idle in the coachmaker's shop, but ceases to yield a revenue 
the moment it is sold and taken into use. A house yields a 
revenue so long as it remains in the hands of the builder, 
finished or imfinishcd, but when it is sold and inhabited, it 
ceases to yield a revenue. It would even appear that if thdj 
builder built the house with the intention of letting it, itj 
would yield a revenue so long as he failed to find a tenant, 
and cease to yield a revenue when he found a tenant and^ 
began to receive a rent 

Statisticians, who have to do with concrete things, have^ 
never attempted to divide the nation's property at a givotti 
point of time into its land, its capital, and its stock for' 
immediate consumption. Andrew Hooke, in his Essay on ths 
National Debt atid National Capital (1750), takes the 
national capital to consist of (1) 'cash, stock, or coin/ (2) 
'personal stock/ or 'wrought plate and bullion, jewels, rings, 
furniture, apparel, shipping, stock in trade, stock for consump- 
tion, and hve stock of cattle/ and (3) 'land stock' or land 
capital, ' the value of all the lands in the king:dom.*' Sir R, 
Giffen, in his Oromih of Capital (1889), a hundred and forty! 
years later, understands the national capital in the same sensa.| 
^ But not content with excluding a part of the stock of the 
f nation from its capital, Adam Smith very frequently forgets 
that the nation's capital is at least a part of its stock. Travers 
' Twiss thought that ho did not very clearly conceive the stock 
of an individual or community as an accumulation or araoimt 
existing at a given moment, since he includes in a man's 
stock reserved for immediate consumption, 'his revenue, 
from whatever source derived, as it gradually comes in.' As 
Twiss observes, ' Revenue as it gradually comes in is incoming 
produce; stock is accumulated produce.'^ A man's stock is 
m pounds at a given point of time, while his revenue or income 
is X pounds per annum. An income of £1000 a year cannot 
possibly bo added into a man's stocL But it is quite possible 

1 Pp. 4, 6, 13, e/jNUfim. 

* Vitvo <if the Progrtsa qf Politicai Ecowtmy in Europe aincc the SixtemUk 
OmUury* 18^7, p. 186. 
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and surely far more probable, that Adam Smith meant by 
his ' revenue as it gradually comes in/ merely so much of his 
revenue — money i-evenue — as he happens to have in hand at 
any given moment. A man's income cannot be part of his 
stock, but his last half-year's dividends lying xmspent, cer- 
tainly are for the time being a part of his stock. It is, accord- 
ingly, justifiable to assume that the capital of a country, being 
a part of its stock, should always in Adam Smith, as in 
ordinary language, be an accumulated amount, and not a 
periodical or recurrent receipt or expense. It should be so 
much at such and such a day and hour, and not so much a 
week, or so much a month, or so much a year. 

It is not, however, always so conceived by Adam Smith. 
In the sixth paragraph of the ' Introduction and Plan,' as wo 
have seen,^ he says that the Second Book shows that * the 
number of useful and productive labourers is everywhere in 
proportion to the quantity of capital stock which is employed 
in setting them to work, and to the particular way in which 
it is so employed.' A part of what is intended as the proof 
of this proposition is contained in the third chapter, ' Of the 
accumulation of capital, or of productive and unproductive 
labour/ and in that chapter the capital which detennines the 
number of productive labourers is looked on as a part of 
the annual produce instead of, or as well as, a part of the 
accumulated stock : — 

* Tboughj' says Adam Smith, ' the whole annual produce of the land 
and labour of every country is, no doubt, ultimately destined for 
supplying the consumption of its inhabitants and for procuring a 
revenue to them, yet when it first comes either from the ground or 
from the hands of the productive labourers, it naturally divides itself 
into two parts. One of them, and frequently the largest, is, in the 
firnt place, destined for replacing a capital, or for renewing the pro- 
visions, materials, and finished work which had been withdrawn from 
a capital ; the other for constituting a revenue either to the owner of 
this capital, as the profit of hU stock, or to some other person as the 
rent of hia land. Thus, of tho produce of laud, one part replaces the 
capital of tlio fanner ; the other pays his profit and the rent of the 
landlord, and thus constitutes a revenue both to the owner of this 
capital as the profits of his stock and to some other person as the rent 

^ Above, p. 37. 
E 
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of his land. Of the prixiuce of a great mamifactory, in the same 
manner, one part, and that part always the largest, Replaces the 
capital of the undertaker of the work ; the other pays his profit, and 
thus constitutes a revenue to the owner of this capital' ' 

The first part, tliat which is destined for replacing a 
capital, ' never is immediately employed to maintain any but 
productive hands/ since 

* Whatever part of his stock a man employs as a capital, he always 
expects it to be replaced to him with a profit. He employs it, there- 
fore, in maintaining productive hands only ; and after having served 
in the function of a capital to him, it constitutee a revenue to them.' 

The second part of the produce, 'that which is imme- 
diately destined for constituting a revenue either as protitft 
or as rent, may maintain indiftbrcntly either productive or 
unproductive hands.' It seems, 'however, to have some 
predilection for the latter * : — 

* The proportion, therefore, between the productive and unpro- 
ductive hands depends very much in every country upon the propor- 
tion between that part of the annual produce which, as soon as it 
comes either from the ground or from the hands of the productive 
labourers, is destined for replacing a capital, and that which is 
destined for constituting a revenue either as rent or as profit.*^ 

In this passage, instead of the absolute number of pro- 
ductive hands, we find ourselves investigating the proportioa 
between the nimiber of productive and the number of unpro- 
ductive hands. But here, as in the 'Introduction and Plan/ 
Adam Smith mixes up proportion and absolute mf^nitude, 
as well as ' unproductive ' labour and idleness, in the most 
inextricable confusion. After giving some most unconvincing 
historical examples of the way in which the proportion 
between the two parts of the produce * necessarily doter- 
riiiues in every country the general character of the inhabi- 
tants as to industry or idleness,' ^ he concludes : — 

' The proportion between capital and revenue, therefore, seema 

everywhere to regulate the proportion between industry and idlenesa. 

Wherever capital predominates, industry prevails ; wherever revenue, 

idleness. Every increase or diminution of capital, therefore, naturally 

' K 147 rt. » P. 147 6. » P. USfi. 
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tendn to increase or diminish the real quantity of industry, the number 
of productive hands.' ^ 

Here he not only confuses the proportion which the first 
part of produce bears to the second with its absolute lua^i- 
tude,^ but identiiies that part of the annual produce ' which 
is destined for replacing a capital' with the capital itself. Ho 
thus makes the capital of the country a part of its annual 
produce instead of a part of its stock ; it becomes a thing 
which must be said to be worth so much per annv/m instead 
of so much at a point of time. As a matter of fact, the 
capital of England, even understood in the restricted sense 
attributed to it by Adam Smith in Book ii. Chapter i., must 
be three times as great as the whole annual produce, and a 
part can scarcely be three times greater than the whole. 

The confusion which prevailed on this subject in Adam 
Smith's mind was probably increased by some imperfect 
understanding or partial adoption of the physiocrat theory I 
of avarices priTnitives (original capital) and avamces annuellea \ 
(annual working expenses), but its origin is to be found in the ' 
fact that the capital of a business is commonly conceived as 
the amount on which profits arc earned, and profits aro in 
some cases calculated as a percentage on two entirely different 
things. When a man ' makes a profit* of ten per cent in any 
business, this means that he makes an annual gain equal in 
value to one-tenth of the sum which is invested in liis busi- 
ness, that is to Kiiy, tbo vahie of his plant, machinory. and , 
other stock-in-trade at any one time. But when a man makes 
a profit of ten per cent on any given transaction, this merely , 
means that he has made a gain equal to ono-tenth of the 
stun he expended with an immediate view ixy that particular 
transaction." It is difficult to express the distinction in a 
manner free from all objection, but an example will make it 

« P. 149 a. 

* Thftt th« proportion between part i. and part ii. detonnmes tbo propor- 
tion between industry and idleness does not prove that increase of p&rt i. wiU 
necMBuily increase industry, because (a) part ii. may increase still more than 
part L, so that ttie proportion which part i. boars to part ii. will dimiubh, 
And (6) the numlwr of persona among whom industry and idleness is to be 
ahare<t may diminish. 

' As an example, the following extract from a prospectus may be given : — 
* W« hare examined the aooounts relating to the Consignments of Bacon from 
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|>erfectly clear. The same shopkeeper may be said to make a 
prolit of 20 per cent, and also to make a protit. of 50 por cent. 
In the tirst case, what is meant is that he makes 20 per cent 
on the amount he has spent in setting up sliop and getting 
together a stock of goods ; in the second ca.so, what is meant 
is merely that he sells his goods for 50 per cent more than 
he gives for them. If the amount of hui annual gain is 
£200, and the expense of setting up shop £1000, this is * a 
profit of 20 per cent ' [on his capital]. If the amount of his 
annual gain is still £200, and the amount ho has expended in 
buying goods in the year is £400, this is also a profit of 50 per 
cent [on his annual outlay in purchases]. The two sums on 
which these profits are calculated have nothing to do with 
each other. The £1000 is the capital invested in the busi- 
ness, and the £400 is merely a part of the lumuiil working 
expenses. Adam Smith, however, was in the habit of con- 
founding the two. Considering the origin of the term 'capital/ 
and the signification which it now bears in ordinary language, 
no one can doubt that the * capital * of our imaginary shop- 
keeper must always have meant to persons versed in accounts 
the £1000, and not the £400. But in the very first place in 
Book I. ^ of the Wealth of Nations where he uses the word 

/ * capital,' Adam Smith calculates the ' annual profits of 
manufacturing stock ' as a percentage on a sum called by 

\ him * the capital annually employed/ which corresponds to 
our shopkeeper 3 £400, and not to his £1000 : — 

* Let na Buppose/ he aays, * for example, that in »ome particular 
place where the common annual profits of manufacturing stock are 
10 per cent, there are two different manufactures, in each of which 
20 workmeu are employed at the rate of XI 5 a year, or at the ex- 
pense of £300 a year in each manufactory. Let as suppose, too, that 
the coarse materials annually wrought up in the one cost only £700, 
while the finer materials in the other cost X7000. The capital 
annually employed in the one will in this case amount only to £1000, 
whereas that employed in the other will amount to £7300. At the 



RuasU in Febrnary last, and find that tbo profit on the sale thereof amounti 
to 4'2 per vent upon the oost price, after deducting cost of freight, commission, 
and incidental charges. —Herman Lbscheh and Co.' 

' 'Capital stock ' is ctpokea of in the ' Introduction and Flan,' but that 
was doubtlesa written after Book i. 
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rate of 10 per cent, therefore, the undertaker of iho one will expert 
a yearly profit of about XlOO only; while that of the other will 
expect about ^730/' 

Here the real capital of the undertakers, their factories, 
their machinery, and the stocks of goods and materials in 
their hands at one time, is left out of account altogether, and 

* the common annual profits of manufacturing stock ' are 
calculated on what Adam Smith calls ' the capital annually 
employed/ which would now in most cases be called the 
annual working expenses.' 

Immediately aftorwanLs Adam Smith remarks that, in the 
progress of the manufacture of an article, 

* every subsequent profit b greater than the foregoing ; because 
the cupital from which it is derived must always be greater. The 
capital which employs the weavers, for example, must bo greater than 
that which employs the spiimera, because it not only replaces that 
capital with its pro6ts but pays, besides, the wages of the weaven.' ' 

He evidently imagines that ' the capital which employs 
the weavers must be greater than that which employs the 
spinners' because thread is worth more than the material 
out of which it is spun. But this fact could not possibly be 
supjwsed to prove that the true capital invested in weaving, 
the machinor}' and stock-iu-trade of the master-weavers, is 
greater than the true capital invested in spinning, the ma- 
chinery and stock-in-trade of the master-spinners, while it 
might very well be supposed to prove that the amount 
annually spent in employing one weaver (that is, in paying his 
wages and supfilyin^ him with thread) is greater than the 
amount annually spent in employing one spinner (that is, in 
paying his wages and supplying him with his material). 

^ Bk. I. ch. vi. p. 22 6. 

' The exaniplQ ia the more striking becAUse the confutiion between working 
ope&MS and c&piul leada Adam Smith to make a Btatemeot which is ob- 
viouly oontrary ta fact. It U not true th&t * the undertaker of the one will 
expect ft yearly profit of about £I0O only ; while that of the other will 
expect about £730,' unless, of courae, the true capital invested in the one 
buiinen U £1000 and the true capital invested in the other £7300, which is 
not tftiil by Adam Smith to bo the caae, and, oonaidcring the facta stated by 
him, eeems wildly improbable. Unleaa the circumstances of the two under- 
taker* are very exceptional, the probability is that their true capitals (and 
eomiei|aenUy their true protita) will not be nearly so dilVerent in magnitnde as 
£1000 ami £7300. " F. 23 b. 
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These instances, it raay be objected, are removed by a 
considerAble distance from Book n. Chapter iiL But in tliat 
very chapter Adam Smith calculates the current rate of 
interest as a percentage on a part of the annual produce or 
expenditure, instead of on the true capital Being desirous 
of showing that 

*that part of the annual produce, therefore, which, as soon as it 
;omes either from the ground or froai tbe hands of the productive 
labourers, ia deatined for replacing a capital, is not only much greater 
in rich than in poor oountriefi, hut bears a much greater proportion to 
that which is immodiatoly destined for constituting a revenue cither 
as rent or as profit/ ' 

he first proves, or rather alleges, that 'in the progress of 
improvement, rent, though it increases in proportion to the 
extent, diminishes in proportion to the produce, of the land/ 
and then, in order to show that profit similarly diminishes in 
proportion to the produce, says : — 

' In the opulent countries of Europe, great capitals are at present 
employed in trade and manufactures. In the ancient state, the little 
trade that was stirring, and the few homely and coarse manufactures 
that were carried on, required but very small capitals. These, how- 
ever, must have yielded very large profits. The rate of interest was 
nowhere less than ten per cent, and their profits must have been 
sufficient to afford this great interest At present, the rate of interest 
in the improved parts of Europe ia nowhere higher than six per cent, 
and in some of the most improved it ia so low as four, three, and 
two per cent. Though that part of the revenue of the inhabitants 
which is derived from the profits of stock is always much greater in 
rich than in poor countries, it is because the stock ia much greater; 
in proportion to the stock, the profits are generally much less.'-^ 

Here it is obviously assumed that a decline in the rate of 
interest or profit, though of course consistent with an increase 
in the total or aggregate absolute amount of profits, is 
necessarily accompaniod by (or identical with) a decline in 
the proportion which the total of profits bears to tlie total of 
produca But as a matter of fact, the rate of profit on Lho 
true capital of a country tells nothing about the proportion 
of the produce which falls to the share of profit, unless both 



F. 148. 



* P. 148 a. 
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the amount of the capital and the amount of the produce are 
given quantities, which is not hero the case. Three per cent 
on a capital of a may be a greater or less proportion of a 
produce h than ten per cent on a capital of c was of a produce 
d. Three per cent on a capital of ten thousand millions may 
even be a greater proportion of a produce x than ten per 
cent on a capital of two thousand millions was of a produce 
y. We must conclude, then, that Adam Smith was calculating 
the rate of interest, not as a rale on the true capital, but as a 
rate on the capital considered as that portion of the annual 
produce which is neither rent nor profit. 

'But/ it may bo urged, 'Adam Smith immediately goes, 
on to teach that capitals are increased by parsimony, and that \ 
"whatever industrj' might acquire, if parsimony did not save ' 
and store up, the capital would never be the greater." ^ This 
surely shows that he considered the capital to be not a part 
of incoming produce, so much a week, or so nuich a year, but 
stored up produce, so much on January 1st, or September 
SOtb, 1772, for instance/ Unfortunately for this objection, 
Adam Smith's notion of the manner in which parsimony 
eaves and stores up is quite consistent with what is saved and 
stored up being a part of incoming produce, and quite incon- 
sistent with its being in reality accumulated. Not only the 
part of a community's stock to which Adam Smith in Book u. 
, Chapter i. gave the name of capital, but the whole of its slook 
is saved and stored up. The existence of a stock of the pro- 
duce of past latK)nr in a country iR clearly due, not only to 
the things having been produced, but also to their not having 
''boon consumed. If conmimption had always equalled pro- 
duction, no such stock could exist. If at the end of any 
iven period, all that had been produced during that period 
lad been consumed, the stock could not have been increased 
during that period. The existing stock of houses, furniture 7 
and clothes, to which Adam Smith denies tho name of capital, / 
is just as much a part of the surplus of production ovei 
consumption, and, therefore, tho result of saving, as the stock 
of warehouses, machinery, and provisions, to which he grants 
the name of capital. It is true that an individual docs not 
usually regard what he spends upon books and clothes as 

» P. 140 6. 
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saved luid added to his capital. In the case of clothes he is 
right, because when ho has once acquired a stock of clothes, 
which probably happened when he was a minor, all ho has to 
do is to keep up that stock, and the maintenance of a stock is 
not the same as the increase of a stock. But when a man 
accumulates a library of books, he is obviously saving and 
investing money; the investment may be a good or a bad 
one, but so may any investment In regard to the accuinu- 
hiLion of houses, which, according to Adam Smith, are not 
part of the community's capital, no one ever thinks of doubt- 
ing the necessity of saving, and houses only ditler from, 
furniture, books, and such like things, because they constitutei 
so large a portion of the value of men's property that definite 
accounts are kept in relation to them. When, then, we find 
^dara Smith only teaching that the ' capital ' of a country is 
the result of saving,* we naturally begin to suspect that ho 
must meau by saving, something different from what we now 
mean by it, and this is indeed the case. When we say a 
thing has been ' saved,' we mean that it has been produced, 
and not (yet. at any rate) consumed. The things the British 
nation has saved fire its whole present stock of goods acquired 
by uiilustry. But according to Adam Smith, what is saved 
is consumed : — 

• What ia annually Baved ia as regularly consumed as what is 
annually spent, and noarly in the anniG timo too ; but it is consumed 
by a different set of people. That portion of his revenue which a rich 
man annually spends, is in must cases consumed by idle guests and 
menial servants, who leave nothing behind them in return for their 
consumption. That portion which ho annually saves, as, for the sake 
of the profit, it is immediately employed as a capital, is consumed in 
the same manner, and nearly in the same time too, but by a different 
set of people ; by laboiu^rs, manufacturers, and artificers, who repro- 
duce with a profit the value of their annual consumption. HU reveuue, 
we shall suppose, is paid to liim in money. Had he spent the whole, 
the food, clothing, and lodging, which the whole could have purchased, 
would have been distributed among the former set of people. By 
saviDg a part of it, aa that part is, for the sake of the profit, im- 
mediately employed as a capital, either by himself or by some other 
perBon, the food, clothing, and lodging, which may be purchased with 

' 'Whatever & person ■area from his revenue he adds to hia cAjMlal,' 
p. 1 49 6. 
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it, are necessarily reserved for tlie latter, 
Bamei but the consumers are different' ^ 



The consumptioii is the 



In the chapter * Of Money/ Adam Smith had explained 
clearly enough that the real revenue of individuals and 
^cieties consists not of the money or metal pieces at which 

'It is valued, but of the things which are bought with those \ 
uietal pieces. In accordance with this view of the subject, if 
we were asked, what was the diiTerence between the part oi 
the rich man's revenue represented by the £800 which he 
'spent ' last year, and that represented by the £200 which he 

J* saved/ wo should sa}' that the £800 which he spent, repre- 
mts certain things, such as the food, the fuel, the sheltor, 
the maintenance of furniture and clothes, and the menial 

.Bervice, which he consumed or gave to his friends to con- 

Wme; and the £200 represents certain other things, such as 
a few feet of the Manchester Ship Canal, or a portion of 
waterworks in Argentina, which he has acquired, and which 
neither he nor any one else has consumed. But in Adam 
Smith's argument Just quoted, it is not the new canal or the 
new waterworks ^ which are said to be saved, but * tlie food, 

xlothing. and lodging,*' consumed by the productive labourers 
who produce them. ' What is annually saved/ is thus made 
to signify, not the annual additions to the stock of the com- 
munity, the surplus of production over consumption, but the 
of productive kbourers.* Whether it means the wages 

» P. M9 fc. 

' Of coune it frequently happens that the * rioh maa ' does not invest in 
new enUrpriflea, but h\iy& shares in old ones. The annual savings of tho 
commnnity in any particular year, consequently, do not altogether belong to 
the peraoita who have saved daring that year, but partly to otltera who have 
exchanged old property for new. Tho savers determine the amount of the 
raonnal odditina to tho coummoity's capital, but they have abdicated, to a 
gr^at Client, the office of determining; what form the addition shall take. 

' Uow does the IncluBian of * lodging ' iu ' what is employed as a capital * 
fit in with Adam ijmith'a theory that houses are not part of a ooautry'a 
•flftpital. and produce nothing 7 

* Adam Smith imagined that labour employed for a money profit is all 
'productiTe ' labour, labour which 'fixes and realises itself m a particular 
subject or vendible oummmlity.' He forgot entirely that an employer's 
profit can be made by employing labourers whose work ' perishes in the very 
inilant of its performseoe,' just as well as by employing productive labourers. 
?hepro6ts, forexAnipIt.', of the hotel-keeper and the hair-dresser are obUmed 
"by employing ' meuial servants. ' 
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of all productive liibourers or only the wages of those who 
are employed in producing the additions to the capital, it is 
f not necessary to decide. In either case, it is plain that Adam 
V. Smith does not mean by 'saving' what we mean by it His 
'savings/ instead of being accumulations or stores of tho 
\ produce of past labour, are a part of the annual produce and 
I annual consumption. When he wishes to show diat in spite 
' of all prodigality and misconduct the capital of England has 
increased, does he take the course which would be obvious to 
any one who understood the capital to be an accumulation of 
goods ? Does he say tho land of England has boon improved, 
the farm-houses and other biuldings have increased and grown 
better in quality, the cattle, sheep, and horses are more 
numerous and finor ? By no means. He says that increase 
of capital is 'almost always' necessary for increase of pro- 
duce,^ and sets himself to prove that the annual produce has 
increased, and even then he does not exactly arrive at the 
conclusion that the capital has increased, but only that ' the 
capital annually employed ' has increased : — 

•Though the profusion of goTerumcnt must undoubtedly have 
retarded the natural progress of England towards wealth and improve- 
ment, it has not been able to stop it The annual produce of its laud 
and labour is undoubtedly much greater at present than it was either 
at ihe restoration or the revolution. The capital, therefore, annually 
employed in cultivating this land, and in maintaimug this labour, 
must likewise be much greater.* * 

Now. if the capital of a country, or what seems in Book ir. 
Chapter iii. of the "Wealih of Nations to be much tho same 
thing, ' the capital annually employed/ is to be, sometimes at 
\any rate, considered as a part of its periodical pr oduce, the 
'question naturally arises, what part ? In Book n. Chapter iiL 
it is apparen tly that part of produce which is not ' revenu e.' 
and for the purpose in hand 'revenue' seems to consist 
entirely of_rent and profit The ' capital/ then, or the part 
of produce which in tho course of a year ' replaces a capital/ 
ifi that part of the annual produce which is neither rent nor 
profit But in Book i, and indeed at the beginninig of 
Chapter iL of Book ii., that part of the annual produce which 
Ib neither rent nor proEt is wages. The ' capital/ then, of 

^ P. l&2a. > P. 1636. 
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tk II. Chapter iii. and the wages paid in a year ought to be 
identical But if this were so, it could scarcely have escaped 
the attention of Adam Smith himself; moreover, thoro seem 
to be included in the capit.-il of Book ii. Chapter iil things 
which are evidently not thought of as constituting wages, 
namely, * materials.' The explanation of the discrepancy 
must lie in an anibigiiity of the word 'produce/ When 
following his earlier or British train of thought, Adam Smith 
makes ' produce ' exactly the same thing as ' revenue/ or 
rhat we call ' income ' ; it is the necessaries, conveniences, 
id amusements which men actually enjoy pltm any objects 
which they may add to their accumulated stock or capital 
But when following his later or physiocrat train of thought, 
as in Book ii. CTiaptcr iii., he looks on the produce of a country 
08 a mass of material objects. We have already observed 
that the income or revenue of a community includes many 
things which are not material objects.^ It is also the case 
that many of the material objects which are produced cannot 
possibly be r^arded as parts of the income of the com- 
munity. Nothing strikes the ordinary mind as better entitled 
to be called produce than wheat. But it is not wheat but 
bread and other things made of flour that reach the consumer 
and constitute a part of his revenue or income. The amount 
spent by the consumers on bread is supposed to be about 
double the value of the wheat after it has been harvested 
and threshed. If, then, wo were making up a computation of 
national income by adding together products, instead of by 
the usual and simple method of adding individual incomes, 
we should have to leave wheat out of account altogether. If 
we took wheat alone as the income, we should under-estimato 
the item in question by 50 per cent ; if we took both wheat 
and bread as the income, we should over-estimate the item by 
50 per cent. So when * produce ' is taken as equivalent to 
revenue or income, we must tmderstand b}' it only ultimate 
produce, no intermediate products being taken into account 
Adam Smith was probably groping for this truth when he 
made the distinction between gross and net revenue, which 
is to be found in the opening paragraphs of the second 
chapter of Book ll. : — 

^ Above, pp. 18-31 
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* The ^088 revenue of all the inhabitnnta of a great country com- 
prehends the whole annual produce of their land and labour ; the 
net revenue, what remains free to them after deducting the expense 
of maintaining, first, their fixed, and secondly, their circulating, 
capital, or what, without encroaching upon their capital, they can 
place in their stock reserved for immediate consumption, or spend 
upon their subsistence, convenioncios, or amusements. 

' The whole expense of maintaining the fixed capital most evi- 
dently be excluded from the net revenue of the society. Neither 
the materials necessary for supporting their useful machines and 
instruments of trade, their profitable buildings, etc., nor the produce 
of the labour necessary for faahiontiig those materials into the proper 
form^ can ever make any part of it.' * 

The materials fashioned into proper form which ' support ' 
iisefLil machines and instruments of triuio arc clearly inter- 
mediate, not ultimate, products. Such thing's as now tyres 
for wheels, machine-oil, and coal used in steam-engines form 
part of nobody's income. 

Very possibly when Adam Smith divided the total pro- 

(duce into wages, profits, and rent, ho was thinking of his * net 
produce/ and when he divided produce into profits, rent, and 
the part of produce destined for replacing a capital, ho waa 
thinking of his ' gross produce.* But this does not make it 
much easier to say what the part of produce destined for 
replacing a capital is, for Adam Smith's gross revenue or 
gross produce is a mere chimoera. It is impossible to form 
any conception of the aggregate of products, intermediate 
and ultimate, all jimiblod together. We cannot think of a 
country's annual produce as consisting of x qrs. of wheat H- y 
sacks of flour + 3 lbs. of bread. We cannot make an aggre- 
gate of the coal, iron, oil, cotton, and other things used to 
make a cahco shirt, and add them to the shirt itself. Adam 
Smith was misled by the fact that an individual carrying on 
a business has a gross revenue, or, as we should say, gross 
receipts, consisting of two parts, one of which * replaces his 
capital,' or, as we should say, pays his working expenses, 
while the other constitutes his profits. Tins, of course, docs 
not show that the world in general has similar gross receipts 
divisible into what replaces a capital on the one hand and 

i P. 124 0. 



§2] 



ADAM SMITH ON ITS NATURE 



71 



wliat constitutes profits on the other. To add together the 
gross receipts of every separate business would bring out a 
ridiculous total the amount of which would depend chiefly 
the number of different owners into whose possession pro- 
icts pass successively on their way to the consumer. Of 
what use could it be to add together the gross receipts of 
the tailor, the weaver, and the spinner, or those of the baker, 
the miller, and the farmer ? 

On the whole, the probability seems to be that the part 
of produce which is called ' capital ' in Book IL Chapter iii 
is much the same thing as the last threo parts — * provisions, 
materials, and finished work ' — of the ' circulating capital ' of 
Chapter i. 

But how can a particular part of the year's produce bo 
the same thing as a particular part of the accumulated stock ? 
The answer is that Adam Smith had evidently imbued him- 
self with the physiocratic idea of ' reproduction/ and that the 
dificronce between the daily or annual produce and the stock 
of articles which are supposed to be daily or annually repro- 
duced is, if the time when the stock is largest be selected. 
nil. D* a reservoir be filled every night and emptied every 
day, the stock of water in that reservoir at 6 a.m. will obvi- 
ously be also the amount of daily supply. Similarly if wheat 
were all harvested on August 31, and no less than the pre- 
vious year's supply were ever consumed in the yeiir» the stock 
on the evening of August 31 would be the same thing as the 
year s supply of wheat. So, if the whole stock of provisions, 
materials, and finished work bo supposed to be consumed 
and reproduced, or to be * turned over ' or ' circulated/ in a 
given period, it becomes much the same thing as the part of 
the produce which during that period replaces the stock; tho 
produce of one period becomes tho stock out of which tho 
wants of the next period are supplied. Adam Smith saj^s 
that of the four parts of which tho circulating capital consists, 

' three, proTisions, materials, and finished work, are either annually 
or in a longer or shorter period regularly withdrawn from it, and 
placed either in the fixed capital or in the stock reserved for itnmo- 
diate consumption. . . . 

* So great a part of the circulating capital being continually with- 
drawn from it in order to be placed in the other two branches uf the 
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genor&l stock of the society, it must in its tnm raqoire continiml sup- 
plies, without which it would soon coaao to exist. These suppHes are 
princi(mUy drawu from three sources, the produce uf laud, of minet^' 
and of ti!«)it>rie«. , . • 

' Laud, mines, and fisheries require all both a fixed and circulating 
capital to cultivate them ; and their produce replaces with a profit, 
not only those capitals, but all the others in the society. Thus the 
farmer annually replaces to the manufacturer the provisions which he 
had conaunied and the materials which he had wrought up the year 
before ; and the manufacturer ropUces to the farmer the finished 
work which he had wasted and worn out in the same time. This is 
the real exchange that is annually made between those two orders of 

Though the passage begins with the admission that some 
of the provisions, maberiab. and finished work are consumed 
and reproduced in a longer and others in a shorter period 
than a year, the tendency of the whole is to suggest that, at 
any rate roughly speaking, the whole stock of provisions, 
materials, and finished goods is turned over or circulated 
once a year, so that the annual produce of them and the 
stock of them are equal The evidence afforded by the tone 
of the passage that this was the idea latent in Adam Smith's 
mind receives strong corroboration &om the second reason 
he gives for treating the stock of money as a sort of fixed 
oapitAl. — 

< As the machines and inatrumenta of trade, etc., which compose 
tlte fixed capital either of an individual or of a society make no part 
of the gross or of the net revenue of either, so money, by 
of which the whole revenue of the society is regularly di»- 
tztboted among all its different members, makes itself no pitrt of tlni. 



By this he implies, of coarse, that the other three parts 
of tba circulating capital do make a part of the aociety's 
nvwuia 



*n» great vtal of drwihtion,' ke ptoeeeds^ *» altogellHa- dif * 
ixtm Um goodi vkkk are aicolsitod by meana of it The 
of ^ socisty riDMJiti ahosoCkor m thoaa goods* wad 
ia tka vkeol wkkk ORsaktes ikesL In oon^atiaf oitkar te 
orlko a«t ivmne of any aodoty, vo nnt a!way\ tnm tkoi 
* r^k U^ 1:9 a. 
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annnal circulation of monc^ and gooda, deduct tlia whole ralue of tlie 
money, of which not a single farthing can ever make any part of 
either.' ' 

If he had. quit© clearly concoix'ed the revenue as a periodi- 
cal produce, and not as a 'circulation/ he would surely have 
had no need of tliis proposition, which he expects to appear 
* doubtful or paradoxical' Tlie stock of money is perfectly 
obviously not part of the annual produce of the labour of 
a nation. Moreover, it is quite impossible to give any intelli- 
gible meaning to the process of deductinj^ tho whole value of 
the money from ' the whole anntial circulation of money 
and goods.' unless ' the whole annual circulation of money and 
goods ' means tho stock of provisions, materials, and finished 
goods considered as an annual produce, together with the 
stock of money. It cannot mean tho aggregate price of all , 
the things bought and sold in the year, for, if the whole stock 
of money were deducted from this total, the amotmt remain- 
ing would still have nothing to do with tho gross or net 
revenue ; and if the whole amount of money paid for all the 
things sold were deducted, the amount left would obviously 
be nil. It cannot mean tho aggregate annual produce, 
because there is no reason for subtracting the stock of money 
from the annual produce; and if the money paid for the 
produce, or its money value, were deducted from it, the re- 
mainder would again be nil. We are driven, therefore, to-' 
conclude that ' the whole annual circulation of money and 
goods ' means nothing more or less than tho whole circulating 
capital, of which the last three parts, tho stocks of provisi(»n8, 
materials, and finished goods, are taken to be annually con- 
sumed and reproduced, so that their ' annual circulation,' or 
the amount of them annually circulated, is equal to the 
amount of them annually produced 



§ 3. Adam Smith on the Functions of the Capital of a 
Comntuniiy, 

If Adam Smith had been asked what is the function or 
use of ' capitaV be would probably have answered in tho first 
pUca, ' To yield a profit * ; and, doubtless, to each individual \ 

^ Bk, I!, ch. ii. p. \'2r>. ' 
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capitalist this appears to be the prinoipal use of his capital 
But the yielding of a profit is a distribtuive, and not a pro- 
ductive ^notion. The capital of the community would still 
be useful if there were no private property, and consequently 
no profits. A bridge has its uses when the toll for passing 
over is abolished just as much as before when it yielded a 
profit. And so we find that besides the yielding of a profit, 
Adam Smith ascribes various other functions to the capital 
or to its different parts. 

In the Introduction to Book n. he endeavours to show 
that the accumulation of capital is necessary in order toj 
enable exchange and division of labour to flourish : — 

* In that rude state of society in which there is no division of 
labour, in which exchangca aro seldom made, and in which every man 
provides everything for himself, it ia not necessary that any atoek 
should be accumulated or stored np beforehand in order to carry on 
the business of the society. Every man endeavours to supply by his 
own industry his owii occasional wants as they occur. . . , 

' But when the division of labour has once been thoroughly intro- 
duced, the produce of a man's own labour can supply but a very »mall 
part of bis occasional wants. The far greater part of them are 
supplied by the produce of other men's labour, which he purchases 
with the produce, or, what is the same thing, with the price of the 
produce, of his own. But this purchase cannot be made till such time 
as the produce of his own labour has not only been completed, but 
Bold. A stock of goods of different kinds, therefore, must be stored 
up somewhere f^ufHcient to maintain him, and to supply him with 
the materials and tools of his work till such time, at least, as both 
the«e events can be brought about. A weaver cannot apply himself 
entirely to his peculiar business, unless there is beforehand stored 
up somewhere, either in his own possession or in that of some 
other person, a stock sufhcient to maintain him and to supply him 
with the materials and tools of his work till he has not only com- 
pleted, but sold, bis web. This accumulation must, evidently, be 
previous to his applying his industry for so long a time to such a 
peculiar business. 

' As the accumulation of stock must, in the nature of things, be 
previous to the division of labour, so labour can be more and more 
subdivided in proportion only as stock is previously more and more 
accumulated. The quantity of matoriaU which the same number of 
people can work up increases in a great proportion as labour cornea to 
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be more and more subdivided ; and as the operations of each workman 
are gradually reduced to a greater degree of aimplicity, a variety of 
new machines como to be invented for facilitating and abridging 
those operations. As the division of labour advances, tbcroforo, in 
order to give constant employment to an equal number of workmen, 
an equal stock of provisions, and a greater 8tock of maCeriala and 
tools than what would have been nocesaaiy in a ruder state of things 
most be accumulated beforehand.' ^ 

It is not easy to understand how Adam Smith came to 
commit himself to the statements he made about the weaver. 
• Beforehand ' must mean before the weaver begins his web, 
and what possible justification can there be for saying that 
before a weaver begins his web there must be stored up some* 
where a stock sufficient to maintain him and supply him with 
materials till he has completed or sold the web ? The bread 
and meat which maintain the weaver certainly cannot have 
been stored up before he began, or they would be uneatable 
before he finished, and there is no reason why all the 
materials should have been stored up before he began. Main- 
tenance and materials must be supplied to him as the work 
proceeds, not stored up beforehand. In return or exchange 
for this gradual supply of the produce of other men's labour 
he gradually creates cloth. , 

The whole of Adam Smith's argument is most delusive. ^ 
Division of labour, far from necessitating a greater provision 
of stock or capital, rathor economises it. The isolated man 
is not less, but more, in need of a stock of the produce of past 
labour than men who live in society. If a hundred men on 
board ship, instead of dividing their labour in the usual 
marmcr, all tried to turn their hand to everything, they 
would very soon be wrecked, but they would not require less 
stores than a crew of the same number who behaved more 
sensibly. If the same hundred men, when establishing 
themselves on the desert island on which we may suppose 
them to wreck their ship, proceeded to divide their labour, 
thoy certainly would not bo any more in need of a stock than 
if thoy attempted to livo in isolation. If, for example, 30 
went to hunt, 20 to fish, 10 to gather sticks for fires, 10 to 
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tiud water, and 30 lo hiiild huts, no greater accumulation 
would be required before they could devote themselves to 
th&i^e peculiar businesses than if each man hunted for 3 hounj, 
iished for 2, looked for water for 1, and built himself a hut 
for 3 hours. On the contrary, they would require a smaller 
stock of provisions, tools, and materials. Whether the 
division of labour takes place as in this case, by conscious 
arrangement, or as in an ordinary individualist society, by 
way of exchange, makes no ditlcrence. In a later passage 
Adam Smith himself shows ivith some vigour that if there 
were no such trade as that of a butcher, every man would be 
obliged to purchase a whole o:c or a whole sheep every time 
he wanted beef or mutton.* If there were not only no 
butcher, but no cattle-breeders and sheep-breeders, every 
man would be obliged to keep his own stock of cattle and 
sheep. So if men lived in isolation instead of practising 
exchange, the stock of cattle and sheep would have to be 
enormously increased in order to give an equal result. Even 
the stock of wheat would have to be greater in order to 
provide equally well against the risk of starvation, since each 
man, having to grow his own wheat, would be obliged to keep 
in hand a stock sufficient to maintain him for a year or two in 
case of some accident happening to his own particular crop. 
It is equally clear that tools and machinery are eco nomised 
r by divisi on ot labour. vV'lth division of labour a smaller, not 
a greater^ tn*^^ '^^' t^^ b and inaehincry is roquircH^ It is true 
that the diil'erentiation of occupations and trades allows more 
elaborate machinery to bo used, but this is not the same 
thing as necessitating its use. In consequence of division of 
labour, some of us can use steam- ploughs, but if there were 
no division of labour, every one of us would be obliged to 
have his spade, unless indeed some cumbrous system of 
using spades by rotation were devised. Materials also are 
economisedby divisio nof labour ; a smallerTand not a larger 
stock ot tnem is requiretT in consequence of division of 
labour, If * every man provided ever3'thing for himself,' he 
woidd have to keep the materials of many articles on bis 
hands for years before he could hope to complete tho process 
of manufacture, whereas at present tho same materials arc 

^ Bosk u. chap, v, p. 160. 
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worked up in two or three days. The very fact on which 
Adam Smith relies, that with division of labour ' the quantity 
of materials which the same number of people can work up ' 
in a given time increases, is conclusive against himself ; in 
that case a less stock of matenals will be required to be kept 
in hand. 

As usual, we must here trace Adam Smith's error to h 
habit of reasoning too hastily from the individual to the 
community. Seeing that the capital of an employer should 
be greater, if he is to be successful, when the division of 
labour is far advanced and the processes of production are 
more effective and elaborate, ho promptly assumes that the 
community is subject to the same need ; whereas, though the 
increase of capital and the increase of division of labour 
may, as a matter of fact, advance together, the increase of 
capital is not the cause or indispensable preliminary of the 
increase of division of labour. 

Proceeding from the Introduction to the description of 
the capital of a country in the tirst chapter of Book ii,, 
we find Adam Smith practically ascribing different functions! 
to the fixed and the circulating capital Machines are 
his great type of fixed capital, and the function of 
machines is obvious. The machines which constitute part 
of the capital of a nation are useful, because (after 
making allowance for the labour necessary to keep them in 
repair) they enable labour to produce more easQy. Some 
things can bo done by the aid of machinery which could not 
be done at all in any length of time by any amount of 
macliiueless labour, and other things can bo done by the aid 
of machinery quicker, better, or with less labour than without 
it. I n _sbort. the use of machinery is to make labour mor e 
productive . So Adam Smith teaches that fixed capital 
* facihtates and abridges labour.' Usefiil machines and 
instruments of trade, ho says, ' facilitate and abridge labour,' 
and ' shops, warehouses, work-houses, and fann-houses, with 
all their necessary buildings/ 'are a sort of instruments of 
trade.' * An improved farm may also be very justly regarded 
in the same light as those useful mnchines which facilitate 
and abridge labour.' ' But to discover the function or use 

> P. 121 * 
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ascribed by Adam Smith to that part of the capital which 
he calls the circulating capital is more difficult than to dis- 
cover the function which he attributes to the fixed capital : — 

'Eyery fixed capital,' he says, 'is both originally derived from, and 
requires to be continually aupportod by, a circulating capital. All use- 
ful machines and instruments of trade are originally derived from a 
circulating capital which furnishes the materials of which they are 
made, and the maintenance of the workmen who make them. They 
require, too, a capital of the same kiud to iiuep them in cou^uut 
repair.' ^ 

He here makes the function of the circulating capital] 
indirectly, the same as that of the fixed capital, namely, tho 
facilitation and abridgment of labour. Directly, he makes 
tho function of the circulating capital the furnishing of 
materials and maintenance for persons engaged in construct- 
ing things which facihtate and abridge labour. In the next 
chapter he says ' it is tho circulating capital which furnishes 
the materials and wa^es of labour, and puts industry into 
motion/ and seems to imply that this function is not shared 
by tho fixed capital : — 

' The whole capital of the andertalcer of every work is necessarily 
divided between his fiied and his circulating capital. While his 
whole capital remains the same, the smaller the one part, the greater 
must necessarily be the other. It is the circulating capital which 
funiiahes the materials and wages of labour, and puts industry into 
motion.' ' 

This is exactly the function attributed to the peculiar 
'capital/ of Cliapter iil That 'capital' 'maintains pro- 
ductive hands/ ' pays the wages of productive labour/ and 
puts 'into motion its full complement of productive labour.** 

When Adam Smith says that it is the circulating capital 
which puts industry into motion, he is using the term in 
its nan*owest sense, to indicate only tho last three parts of 
the circulating capital of Chapter i. : — 

' When we compute the (jTmntity of industry which the circulating 
capital of any society can employ, we must always have regard to 
those ports of it only which consist in provisions, materials, and 
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finished work ; the other, which consists in money, and which 
only to circulate those three, must always be deducted.' ^ 

But so fax &om never forgetting to always have regard 
to those parts only of the circulating capital which consist in 
provisions, materials, and finished work, he constantly 
:8 as if it was not only the whole of the circulating 
capital, but tho wholo of the circulating and tixod capital 
together which puts industry into motion, and regulates the 
[uantity of industry which can be exerted in a country. The 
lount of industry must, he says, remain the same, if the 
capital remains the same : — 

'The general industry of the socie^ never can exceed what the 
capita] of tho society can employ. As the number of workmen that 
^can be kept in the emplojrraent of any particular person must bear a 
srtain proportion to his capital, so the number of those that can be 
[oontinuolly employed by all the members of a great society must bear 
certain proportion to the whole capital of that society, and never 
can exceed that proportion/^ 

* The capital of tho country remaining the same, the demand for 
labour will likewise be the same or very nearly the same.' ' 

An increase of the capital of a country increases chef ^'^ 
quantity of industry, and a decrease of the capital of a coimtiy 
the quantity of industry exerted in it ; — 

' The quantity of industry . . . increases in every country with 
the increase of the stock which employs it'^ 

And lastly, the quantity of industry can only be increased 
|lrhen the capital increases : — 

* The industry of the society can augment only in proportion as 
Ha capital augments.''^ 

' The increase in the quantity of useful labour actually employed 
within any society must depend altogether upon the increase of the 
capital which employs it/ ^ 

Certainly all these statements are to be understood sub- 
ject to tho qualification contained in the fifth chapter, to tho 
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effect thiit the proportioiis in which the c&iHtal is di^ 
betireen four diDcrent cifutses of employment must rei 
the saiine,^ and if Adam Smith bad attempted to diride all 
the different eiiiplo^'ments of capital into four great clasaesj 
in each of vhich it was divided in a particular prc^xntioa.-' 
between Ejced and circulating capital, he would have been 
consistent even if incorrect But he did not attempt anything 
of the kind. 

The four different ways in which, according to Chapter v^ 
capital may be employed are : — 

1. In procuring raw produce from the ground. 

2. In preparing that produce for consumption. 

8. In transporting either the raw produce or the com- 
modities into which it has been fashioned, from the 
places where they abound, to the places where theyl 
are wanted. 

4. In dividing particular portions of either the raw pro- 
duce or the fmished commodities into small parcels 
to suit the convenience of those who want thorn.' 

To put the matter shortly, capital may be invested in 
agriculture and mining, in manu£acturesj in commerce, or in 
retail trade. 

'Equal c&pitaU employed in each of those four different ways, 
will immediately put ixito motion very different quantities of productivo 
labour.' » 

A given capital will put into motion more labour when 
it is invested in commerce than when it is invested in retail, 
trade, still more when it is invested in manufacture, and most 
of all when it is invested in agriculture. Adam Smith docs 
not attempt to prove this by asserting that in aginculture the 
greatest, and in retail dealing the least, proportion of the 
capital will be circulating capital, which, according to 13ook n. 
Chapter ii., is the part of capital which puts industry into 

* 'Though all capiUlt are destined for the maiuteaaDce of productiTVi 
Uhour ouly, yet the quantity o( that labour which equal capital* are capobU 
of putting into motion varies eitremely according to the diversity of their 
amployment' (P. 160 6). 

" 6k. 11. chap. V. pp. 169, 160. 

> Ibid , p. 161 a. 
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motion, but launches forth into what is perhaps the most 
illogical ar^iment ho ever employed. 

The retailers capital, he says, puts into motion the least 
labour, because the retailer himself is the only productive 
labourer whom it immediately employs/^ The wholesale 
merchant's capital puts ' a good deal * more labour into motion, 
because it 'employs the siulors and carriers who transport his 
goods from one place to another. The manufacturer's capital 
' piits immediately into motion a much greater quantity of 
productive labour . . . than an equal capital in the hands 
'4>{ any wholesale merchant,' because ' a great part of it is 
always either annually, or in a much shorter period, distributed 
among the different workmen whom he employs.'^ Lastly, 
the fanner's capital puts into motion a greater quantity of 
labour* than even the manufacturer's, because not only the 
farmer's * labouring servants, but his labouring cattle are pro- 
ductive labourers/ and in agriculture ' nature labours along 
with man.' Adam Smith seems to have entirely forgotten 
that the question is not whether one retailor, one merchant, 
one manufacturer, or one farmer employs many or few 
persons (to say nothing of cattle and nature), but whether a 
given amount of capital in the hands of a retailer, a merchant, 
a manufacturer, employs many or few persons. Even if it 
were true that shopkeepers employed no assistants— and it 
iraa not true even in Adam Smith's time — the fact that 
each shopkeeper's capital only employed one labourer, 
while each manufacturer's ca])ital employed twenty, would 
prove nothins^ to the purpose, unless we knew that each, 
lanufacturer's capital was less than twenty times as great b& ' 
each shopkeeper's. 

The chief uso of examining Adam Smith's arguments on 

the ditferent amounts of industry put into motion by capital 

invested in the four different employments, is to show how 

excessively vague was his idea of the connexion between the 

[magnitude of the capital of a country and the amount of 

'mdustry exerted in it. He seems to have had no better basis 

* P. 1«1 a. » p. 161 ft. 

' At firvt Adam Smith only BAys, *No equjii cupiul put* into tnotion a 
kter <)uaatity of produotive Ubour thau that of thu faxmer,* but he clearly 

TTiHiii. * No equal capital pnta into motion to much pi'oduotiTc I&bonr aa that 

ul tha fariu«r.' 
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for bis theory that the inf^rnitndo of the capital regulates the 
number of iLseful and productive labourers, than the observa- 
tion of the facts that in every business, as a nile, the large 
capitalivStfi are the large employers, and tliat the power of an 
individual to employ labourers in any particular business 
depends to a great extent on the amount of his capital. 
From those facts he deduced the proposition that in each of 
four great employments, a man's ability to employ depends 
on the amount of bis capital, and in turn from this proposition, 
reasoning in his usual manner from the individual to the 
society, he deduced the further proposition that the ability of 
a nation to employ useful and productive labourers depends 
on the amount of its capital, and the proportions in wluch it 
is divided between the four employments. There is more 
than one weak link in this chain of reasoning. 

First, though it may be said, roughly speaking, that at the 
same time and place an individual's power to employ labourers 
m some one particular business depends, at any rate very 
greatly, on the amount of his capital, it cannot bo said with 
any approach to accuracy that even at tho same time and 
place an inflividual's power to employ labour in (1) agricul- 
ture, (2) manufactures, (3) commerce, and (4) retail trade, 
depends on the amount of his capital It is only true that all 
farmers farming the same kind of land and producing the 
same kind of produce, will (if they are all firming in the 
xnost profitable manner), employ much the same number of 
labourers to each £100 of their capital. It is not true that 
all farmers employ the same number of labourers to each 
£100 of their capital. To give an obvious illustration, the 
number of labourers employed to each £100 will be much 
less on a grazing than on an arable fann. Again, it is 
only true tliat all manufacturers using the same kind of 
machinery and producing the same kind of goods will 
employ much the same number of hands to each £100 or 
their capital. It is not true that all manufacturers of what- 
ever kind employ the same number of labourers to each £100 
of their capital 

Secondly, the fact that in exactly simitar businesses, and at 
the same time and place, an individtial's power to employ labour 
ileponds greatly on the magnitude of his capital, does not 
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prove, even excluding changes and differences in the propor- 
tions in which the whole capital is divided between different 
businesses, that the capacity of a whole community to 
employ labour is regulated at all by the magnitude of its 
capital. Whether a particular individual has much or little 
capital will seldom have any appreciable effect on the profit- 
ableness of different methods of production. Consequently, 
in order to produce any particular commodity profitably, an 
employer must generally conform pretty closely to the 
methods in use at the time. It would be possible, physically 
possible, for a man to employ people to spin wool by 
hand with a distaff at present in Bradford, but it certainly 
would not be profitable, and so no one does it. No one 
employs people to spin unless he can command the usual 
machinery. If he gets much machinery he employs many 
people; if he gets little, he employs few. But the whole 
community is in no way boimd by these limitations. If the 
commimity had no means of providing expensive spinning 
mills, it would not follow that no one would be employed in 
spinning. On the contrary, if thread were considered a great 
necessary of life, more hands would bo employed in spinning 
than are employed under present conditions; labour would 
be diverted to spinning from less necessary occupations. 

It can scarcely be denied that Adam Smith left the whole 
subject of ' capital ' in the most unsatisfactory state. Ho 
makes unscientific distinctions between the stock which la 
capital and the stock which is not capital; he makes trivial 
distinctions between fixed and circulating capital; he con- 
fuses the capital of a country with a particular part of its 
annual produce; and with regard to the functions of the 
capital he completely fails to prove his most important pro- 
position, namely, that the aniount of the capital determines 
the amount of industry. 

§ 4. AdaTTi Smith's sitcceasors on ike Natwre and Origin of 
the CapiUd of a Community. 

The critic of Lauderdale's Public Wealik in the Edin- 
hurgh Review for July 1804, rejected Adam Smith's distinc- 
tion between the capital of a country and its stock reserved 
for consumption: — 
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*A difference is established by some, especially by Dr. Smith, 
between capital and the other parts of stock ; capital bciug, according 
to them» that part which brings in a royenue. This idea clearly appears, 
by the whole of the iUustrations given of it, to have arisen from the 
fnnduniental error of considering nothing as productive which does 
not yiold a tangible return, and of coufouuding use with exchange. 
For may not a man live upon his stock, that is, enjoy his capital, 
without either diminishing or exchanging any part of itt In what 
does the value, and the rcjil nature of Block reserved for immediate 
consumption, differ from stock that yields what Dr. Smith calls a 
revenue or profit? Merely in this — that the former is wanted and 
used itself by the owner ; the latter is not wanted by him, and there- 
fore is exchanged for something which he does want.' ^ 

Subsequent writers scarcely discussed the division of the 
community's stock into capital and reserve for consumption, 
because they did not conceive the capital of a country as a 
part of its accumulated stock. They succumbed completely 
to Adam Smith's tendency to regard the capital of the country 
as a particular part of its annual produce, and they misunder- 
stood as completely as ho did the process of adding to the 
capital by saving. In Covnnerce Defended, James Mill 
remarks : — 

"The whole annual produce of every country is distributed into 
two great parts ; that which is destined to be employed for the pur- 
pose of reproductiou, and that which is destined to be consumed.' ' 

Though he does not actually say that the first of these is 
the capital of the country, he shows that he thought so by 
using ' the augmentation of capital/ and * the augmentation 
of that part of the annual produce which is consumed in the 
way of reproduction/ ' as synonymous phrases. That ho did 
not understand that all that a nation saves is simply the 
additions which it makes to its accumulated stock is shown 
by his bold assertion that ' every country will infallibly con- 
sume to the full amount of its production.' < The writer of 
the article 'Political Economy* in the fourth edition of the 
E-ncyclop<xdia BHtannica understood that the capital is an 
accumulated stock as little as James Mill in Gommerce 
Defended : — 
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'Every man^s wenltli,' he says, Ma of two kinrls ; the one which 
he lays aside for immetliute consumption ; the other which he roeerves 
for the supply of future wauta^ or employs in such a manner as to 
make it produce new wealth. The former is called his income, the 
latter his capital* ^ 

Thia is like dividing a water company's water into the 
water in its reservoir and its supply, into x gallons collected 
at one tiiue in its reservoir tuid y gallons supplied per diem 
or per annum, 

Ricardu says: 'Capital is that part of the wealth of an 
country which is employed in production, and consists of I 
food, clothing, tools, raw materials, machinery, etc., necessary \ 
to give effect to labour.' - This is rather vague, for wo do not 
know exactly what Ricardo meant by 'the wealth of a 
coimtry/ or by 'employed in production.' In his chap- 
ter ' On Taxes,' he distinctly implies that the houses, clothes, 
and furniture used by labourers are part of the capital of the 
country,' a fact which is dilHcult to harmonise with Adam 
Smith's conception of the stock reserved for immediate con- 
sumption not being part of the capital of the country. 

In the first and second editions of his Principles ho gives 
A fairly clear account of the process of saving or adding to 
the capital or stock : — 

' When the annual productions of a country/ he said, ' exceed its 
annual consumption^ it is said tu increase its capital ; when its annual 
consumption at least is not replaced by its annual production, it is 
said to diminish ita capital. Capital may therefore be increased by 
an increased production, or by a diminished consumptiorL 

* If the consumption of the government, when increased by the 
levy of additiottal taxes, be met either by an increased production, or 
by a diminished conaiunption on the part of the people, the taxes will 
fall upon revenue, and the national capital will remain unimpaired ; 
but if there be no increased production or diminished consumption on 
the part of the people, the taxes will necessarily fall on capital' ' 

It is not quite logical, because if the production already 
exceeds the consumption, the capital will be increased 

• Vol. xrii. p. 108 a. » lit ed. pp. 93, 94 ; 3d od. ia Worh^ p. 61, 
■ Iftt ed. pp. ISa, 1S7 : 3d ed. in H'orhi, p. 87. 

* Ut«d, p, 187; 2ded. p. 170. 
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without either 'an increased production' or a 'diminished 
consumption,' and if the consumption already exceeds the 
production, the capital will be diminished without either a 
decreased production or an increased consumption. Instead 
of saying that ' the national capital will remain unimpaired/ 
Ricardo ought to have said, ' the rate at which the capital is 
increasing or decreasing may remain unaltered.' Doubtless, 
however, it was only his want of command of language that 
prevented him saying this, and the taxes may, perhaps, with- 
out any great impropriety, be said to ' fall on capital,' if they 
diminish its incroaso or accelerate its decrease. 

In the third edition of his work (1821), however, Ricardo 
altered the passage by inserting the word 'unproductive' 
before 'consumption.' both in the fifth and tenth lines, and 
adding at the end, ' That is to say, they wiU impair the fund 
allotted to productive consumption.' He also added a note 
which runs as follows : — 

'It must be nnderstood that all the prodactions of a country 
ore conaumed ; but it makes the greatest difference imaginable whether 
they are consumed by those who reproduce, or by those who do not 
reproduce another value. When we say that revenue is saved and 
added t«:> capital, what we mean is, that the portion of revenue so 
said to be addod to capital is consumed by productive instead of 
unproductive labourers. There can be no greater error than in sup- 
posing that capital is increased by non-consumption. If the price of 
labour should rise ao high^ that, notwithstanding the increase of 
capital, no more could he employed, I should say that such increase 
of capital woiuld be still unproductively consumed.' ^ 

By these alterations and additions the picture of the 
capital of a country as a store or stock of produce increased 
in any given period by the excess of production over con- 
sumption, is smeared over by the hand that painted it. In 
the first edition we were told that the addition to the capital 
consists of such productions as are over and above what 
replaces the annual consumption. In the third wc are told 
that the whole produce is consumed, so that there cannot bo 
any such thing aa an excess of production over consumption. 
Ricardo had evidently, in the meanwhile, allowed himself to 

> 3d ed. in Worka, p. 87. note. 
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get confuBod by some of his tangled discussions with Mal- 
thiis.> 

The distinction between fixed and circulating capital 
IB fornmlly made by Ricardo to depend simply on the degree 
of durabiiitj of the things of which they are constituted He 
says: — 

'According as capital is rapidly perishable, and requiree to be 
frequently reproduced, or is of slow consumption, it is clasaed under 
the heads of circulating or of fixed capital. A brewer, whose build- 
ings and machinery are valuable and durable, is said to employ a large 
portion of fixed capital : on the contrary, a shoemaker, whose capital 
18 chiefiy employed in the payment of wages, which are expended on 
food and clothing, commodities more perishable than buildings and 
machinery, ia said to employ a large proportion of his capital as circu- 
latiog capit&L' ' 

In the second edition (1819) he added a note: — 

' A division not essential, and in which the line of demarcation 
cannot be accurately drawn.' ^ 

Substantially, however, the distinction between Ricardo's 
fized and circulating capital is simply that the fixed capital 
is conceived as consisting entirely of machinery, implements, 
and buildings, while the circulating capital is conceived as 
consisting entirely of amounts paid by employers in wages. 

' In one trade very little capital may be employed as circulating 
capital, that is to say, in the support of labour — it may be principally 
investod in machinery, implements, buildings, etc., capital of a com- 
paratively fixed and durable character.'* 

He has numerous examples in which the circulating 
capital of an employer is the amount he pays in wages in a 
year. The fixed capital of a fisherman is his 'canoe and 
implements,' and his circulating capital is the £100 which 
he pays in wages in the course of a year ; the fixed capital of 
the hunter is his weapons, and his circulating capital is also 
the £100 a year which he pays in wages.^ This is so because, 
although in the second and third editions Ricardo allows that 



■ See bctow. p. 100, note 2. 

* Iftt eil. p. 27. note ; 3(1 ed. En Worlu^ p. 21, note. 



• 2d ©d. p. 20; 3d ed. in Work*, p, 8L 

* O&lyiaSdvd. io Works, p. 21. 



• l«t ed. pp. 23-33. 
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"the circulating capital may circulate or be returned to its 
employer, in very unequal times,' ' ho usually assiunes that 
the capital emplo3red in paying wages circulates once a 
year. In the first edition, for example, he describes what 
will happen if an ' amount of capital, viz. £20,000, be em- 
ployed in supporting productive labour, and be annually 
consumed and reproduced, as it is when employed in 
paying wages/ ^ In the third edition he says that if a 
machine which would do the work of 100 men in some 
trade for a year, and then be worn out and worthless, 
cost £5000, and the wages annually paid to 100 men were 
likewise £5000, ' it is evident that it would bo a matter of 
indifference to the manufacturer whether he bought the 
machine or eniployed the inen.'^ It obviously could not be 
swd to bo ' a matter of indifference ' to the manufacturer 
unless the amount he pays in wages 'circulates,' or goes 
away from him and returns to him, once a year. If it circu- 
lates once a week he would lose greatly by buying the 
machine, since he would have £5000 ' locked up in machinery ' 
throughout the year, instead of about £100 locked up at 
the end of each week in payment of his wages' bill.* 

James Mill, in the formal discussion of the nature of 
capital which appeared first in the second edition (1824) of his 
Elcmenta of Political Economy,^ after some remarks on the 
usefidness of instruments, says : * The provision made of these 
is denominated capital.' ** Now he might have been under- 
stood to mean by 'the provision made' the stock, or the 
number or quantity accutnulatcd and existing at one time, if 
he had not gone on to say that * the materials/ not * the 



» 2d ed. p. 2! ; 3d ed- in Worka, p. 21. « P. 35. ■» Work*, p. 26. 

* Of course if wo wore to look at the transaction more closely, and apply 
the principles of arithmetic more accurately than Ricardo waa in the hahitof 
doing} it would appear that the manufacturer would lose by buying the 
machine, even if he sold noDc of his goods tiU the 31st of December. Tlw 
£5000 for the machine would have to be laid oat in a lump at tho beg! 
of tho year, whereas the £^MIO0 for wages would be gradually disbursed Ata^l 
iog the year, Tho manufacturer would consequently lose one year's intei 
on £2500, or, which is the same thing, six months* interest on £.5000, if he 
bought the machine. Bicardo'a arguments always reciuire the absurd 
aMnmption. not only that no goods are sold till the end of a year, but also 
that all liio wages art: puid at thu beginning of the year. 

" Chap. i. |2. ' 2d and 3d oda. p. le. 
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provision made of materials/ 'upon which labour is to be 
employed, where they have . . . been the result of previous 
ibour. are also denominated capital.'^ Thus he practically 
defines 'capital' as 'instruments and materials,' whether 
accumulated into a stock or not, and accordingly ' the capital 
of England' would mean the insLrnineuts and materials of 
England, that is to say. all the instruments and materials 
fvhich have existed, do exist, or will exist in En;:,dand from the 
time when the first man set foot in the country to the time 
when the last shall leave it. No reference to time is included 
in the dcGnition. so that the amoimt of the capital of England 
might bo the instruments and materials produced in a given 
period just as well as the number existing at a given point 
of time. 

With regard to the origin of the capital, James Mill saj^. — 

* Ab capital, from ita simplest to ita roost complicated state, meanB 
somuthing produced for the purpose uf beiug employed as the means 

>ward8 ft further production, it ia evidenUy a result of what Is called 
tving. The meaning of this term is eo well understood and so little 
ible to abuse, that not many words will be necessary to explain this 
irticular relating to capital, though it ia a law of great importance to 
'vemark. 

It is Bufficiontly evident that without saving there could be no 
^capital. If all labour were employed upon objects of immediate con- 
imption, which were all immediately consumed, such as the fruit for 
whicii the savage climbs the tree, no article of capital, no article to be 
employed as a means to further production, would ever exist. To 
this end something must be produced which ia not immediately coo- 
^sumed, which is saved and set apart for another purpose. 

* AH the coDsequencea of this fact, to which it is necessary here to 
advert, are sufficiently obvious. 

* Every article which is thus saved becomes an article of capital 
The augmentation of capital, therefore, is everywhere exactly in pro- 
portion to the degree of saving ; in fact, the amount of that augmenta- 
tion annually is the same thing with the amount of the savings which 
are annually made.' ' 

Here the capital does appear to be conceived as a stock or 
accumulation which consists of the surplus of past production 
over past consumption, and is augmented by saving. But 

> 2a wiU 3d edfl. p. 17. > 2d ed. pp. 19. 20. 
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James Mill did not keep this conception steadily before him, 
since in Chapter it. § ii. he adhered to the old proposi- 
tion, * That which is annually produced is annually consumed.'* 
If it is true * that the whole of what is annually produced is 
annually consumed ; or that what is produced in one year is 
consumed in the next/* it is difficult to see how there con 
exist any considerable surplus of past production over pasfc^ 
consumption. Jamos Mill seems to have fallen into Adam 
Smith's mistake of overlooking the actual articles saved and 
added to the capital of the community, and imagining that 
what is saved is the wages of the persons who make these 
things — wages which are of course, at any rate for the most 
part^ consumed : — 

'Whatever,' ho says, 'is saved from the annnal produce in order 
to be converted into capital is neceasarily consumed ; because w 
make it answer the purpose of capital it must be employed in the 
payment of wages, in the purchase of raw material to be worked into 
a finished commodity, or lastly, in the making of machines, effected 
in like manner by the payment of wages and the working up of raw 
materials. ' ' 

He endeavours to draw a rather more definite line 
between fixed and circulating capital than Ricardo had done, 
by saying that fixed capital consists of the instruments of 
production, such as tools, machines, and buildings, which 
are of a durable nature, and contribute to production without 
being destroyed/ or 'do not perish in the using,' while cir- 
aulating capital consists of ' the articles subservient to pro- 
duction which do perish in the using/ such as 'all the tools 
worn out in one set of operations, all the articles which con- 
tribute to production only by their consumption, as coals, oil, 
the dye-stuffs of the dyer, the seed of the farmer/ and the 
raw materials worked up in the finished manufacture.* 
Like his predecessors, he assumes that the circulating 
capital of a country, or perhaps the whole capital, circulates 
or is consumed and reproduced once a year. Unlike themj 
ho gives almost definite expression to the assumption :— 

^ Title of section in all editioua. The next Wtition is entitled * That oon- 
KtrnptioQ is co-cxt«n8iro with produotion.' 
» Ist od. p. 184 : 3d ed. p. '22li. 
* 2d ed. pp. 290, £21; 3d ed. pp.226, 237. « 2d and 3d eda. pp. 22. 23. 
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' A year/ he says, ' is afisnmed in political economy as the period 
which includes a revolving circle of production and consumption. 
No period does so exactly. Some articles are produced and consumed 
in a period much leas than a year. In others the circle is greater 
than a year. It is necessary for the ends of discourse that some 
period should be assumed as includiag this circle. The period of a 
year is the moat convenient. It corresponds with one great class of 
productions, those derived from the cultivation of the ground. And 
it is easy when wo have obtained forma of expression which correspond 
accurately to this assumption, to modify them in practice to the case 
of those commodities, the circle of whose production and consumption 
is either greater or less than the standard to which our general pro- 
poaitions are conformed.' ' 

Here he both mimmises the fal&ity of the assumption and 
exaggerates the facility of modifying the ' forms of expression 
which correspond accurately to the assumption ' in such a way 
as to make them applicable to the whole mass of * articles.' 
A great many ' articles/ such as the Koh-i-noor diamond and 
the East Tnrlia Docks, are never consumed at all, and the 
assumption that many of the other tilings are consumed and 
reproduced in a year is far too violent a one to be in any 
sense ' convenient.' It has the great inconvenience of foster- 
ing the confusion between the capital and the annual pro- 
ductive expenditure. 

M'Culloch, in the italics for which he had an extraordin- 
ary aft'ection, says : — 

' The capital of a country may be defined to be that portion of the 
product, of industry existing in it^ which can he made nrRKCTLT 
avaUabUf tithtr to the tuppori of hu7nan exi^Unce or to the facilitating 
of production.*^ 

If ' existing in it ' meant ' existing in it at any one point of 
time/ the capital of a country would be here plainly con- 
ceive*^! as an accumulated stock, and when M'Culloch goes on 
to ol'joct to the division of the whole stock into the capital 
i\a(\ the uot-capitiil, the capital would be the whole accumu- 
lated or saved produce of past industry. But he seems 
to have attached no particular force to t^e words ' existing 
in it':— 



Istod. p. Idfl; Sdod. p. 227. 
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*Thid definition,' he »ay3, 'differs from that given by Dr. Smith, 
and which has been adopted by most other economists. The whole 
produce of industry belonging to a country is said to form its stock ; 
and its capital la supposed to consist of thut portion only of it« stuck 
which is employed in the view of producing some species of com- 
modities. The other portion of the stock of a country, or that which 
is employed to maintain its inhabitants without any immediate view 
to production, has been denominated its rewnu^^ and is not supposed 
to contribute anything to the increase of its wealtL These distinctions 
seem to rest on no good foundation.' ^ 

It does not occur to him to object that the revenue can- 
not possibly be a part of the ' stock ' of a country, and in his 
edition of the WeaWi of Natiojis he had nothing to say 
against the fallacious paradox that what is saved is consumed.* 
Nevertheless he sometimes approached the conception of the 
capital of a country as its accumulated stock a little more 
nearly than James Mill : — 

'Capital of all descriptions,' he says, 'is nothing more . . . than 
the accumulated or hoarded produce of previous industry. Wheu a 
savage kills more game in a day than is required for his own con- 
sumption, he preserves the surplus, either in the view of consuming 
it directly hinuelf on some future occasion, or of exchanging it with 
his fellow-savages for some article belonging to them. Now this 
surplus is capital, and it is from such small beginnings as this that 
all the accumulated riches of the world have taken their rise. ... If 
men had always lived up to their incomes, that is, if they had always 
consumed the whole produce of their industry in the gratification of 
their immediate wants or desires, there could have been no such 
thing as capital in the world.' ' 

In distinguishing circulating and fixed capital, he follows 
neither Adam Smith, nor James Mill, nor Ricardo, but says 
that circulating capital 'comprises all the food and other 
articles applicable to the subsistence of man,' while fixed 
capital * comprises all the lower animals, and all the iustxu- 
uicnts and machines which either are, or may be, made to 
assist in production.' * 

Malthus, in his DeJinitioTis, attacked M'Culloch's views of 



> PrincipUit, pp. 92, 93. 
■ Princtplcf, p. lO'i 



s Weaith of Natioru, p. U9 6. 
< rhitl., p, 94. 
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the nature of capital with conHiderable asperity, but he was 
perhaps himself even more confused on the subject than any 
of his contemporaries. No one confounded capital and pro- 
duce more hopelessly than he did : — 

' Both in the language of common conversation and of the 
best writers,' he says, 'revenue and capital have always been 
distinguiahed ; by revenue being understood that which is ex- 
pended with a view to immediate support and enjoyment, and by 
capital, that which ia expended with a view to profit'^ 

Obviously he here takes the capital of a country to be 
merely a part of its annual produce. It is true that in com- 
plaining that some writers had used the word ' stock ' as if it 
were synonymous with * capital,' he says incidentally that the 
capital of a country is a part of its * accumulated wealth/ ^ 
but he understood accumulation in the extraordinary sense 
attached to it by Adam Smith, and not in its ordinary mean- 
ing of heaping or storing up. This is shown by a passage in 
the second edition of his Political Economy, where he says 
the ' advances necessary to produce ' a commodity consist of 
'accumulations generally made up of wages^ rents, taxes, 
interest, and profits/ ^ and gives on example in which these 
' accumulations ' appear as the amount expended by a fanner 
in a year, on ' seed, keep of horses, wear and tear of his fixed 
capital, interest upon his fixed and circulating capitals, rent, 
titlies, taxes, etc., and . . . immediate labour/* Obviously, 
whatever may be said of the other items, the fanner's interest 
cannot possibly be an ' accumulation ' in any ordinary sense. 
So too in his Dejinitiaiu Malthus defines * the accumulation 
of capital* as 'the employment of a portion of revenue ns 
capital,' and adds, 'capital may therefore increase without an 
increase of stock or wealth,' * whereas, if a portion of revenue 
be really accumulated, there must necessarily be an increase 
of stock. Consequently, his admission that the capital is a 
part of the accumulated wealth of a country, is not incon- 
sistent with a belief that the capital is merely a part of the 



» P. 86. 

* /6»d. 2d fid. p. 282. 

* IbkL, p. 268 



' Political Kconomy, p. 203 ; Sd ed. p. 262. 
The Bgares in this exjunple are quoted below, p. 101, 
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poriodicftl produce used in a particular way. In the section 
*0n productive and unproductive labour' in his Pol^tic<U^ 
Econoviy, he upholds Adam Smith's distinctioD betwi 
these two kinds of labour, because first, 

' in tracing the cauae of the different effeota of produce employed as 
capital, and of produce consumed as revenue, we sliall find that it 
ariseB from the different kinds of labour maintained by each ; ' 

and secondly. 

' it is stated by Adam Smith, and it mnst be allowed to be stated 
justly, that the produce which is annually saved is as regularly con- 
sumed as that which is annually spent, but that it is consumed by a 
different set of people. If this be the case, and if saving be allowed 
t4) be the immediate cause of the increase of capital, it must be] 
absolutely necessary, in all discussions relating to the progress of 
wealth, to distinguish by some particular title, a set of people who 
appear to act so important a part in accelerating this progress.. 
Almost all the lower classes of people of every society are employed^ 
in some way or other, and if there wore no grounds of distinction in 
their employments, with reference to their effects on the national 
wealth, it is diiBcult to conceive what would be the use of saving 
from revenue to odd to capital, as it would he merely employing one 
set of people in preference to another, when, according to the hypo>r 
thesis, there is no essential difference between them. How then ara 
we to explain the nature of saving, and the different effects of parsi- 
mony and extravagance upon the national cajntal 1 No political 
economist of the present day can by saving mean mere hoarding; and 
beyond this contracted and ineflicient proceeding, no use of the term, 
in reference to national wealth, can well be imagined, but that which 
must arise from a different ap]>Ucation of what is saved, founded upoa. 
a real distinction between the diiferent kinds of labour which may bej 
maintained by it' ^ 

In the whole of this passage the capital seems to be 
nothing except the amount annually paid for productive, 
labour, and it seems as if everytlilng which is ptiid for pro- 
ductive labour is supposed by Malthus to bo 'saved.'' The 

' Politieal Etouomy, pp. 31 , 32. 

' Id a letter written by Ricardo to Malthtu toon after the publicfttion of 
tho tliini edition of tlie I'riiicipleii, there occur? a pasaage in which llie word 
aaviiig appears to be tued in the Bame peculiar sense. 'A master manufacturer 
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idea of the capital as a stock is entirely absent. In the 
chapter ' Of the vfn^GS of labour/ ' the capital and revenue of 
the country' are treated as being together Qqual to 'the 
annual produce ' : — 

' A great and continued demand for labour . . . la occasioned by, 
and proportioned to, the rate at which the whole value of the capital 
and revenue of the country increaaes annually ; because, the faster the 
value of the annual produce increases, the greater will be the power of 
purchasing fre^ih labour, and the more will be wanted every ycAT.' ^ 

Like Adam Smith, Malthas is apt to calculate the rate of 
profit as a percentage, not on the true capital, but on the 
annual working expenses of a business, and he goes beyond 
Adam Smith by including interest (on the true capital) 
among these working expenses. He supposes, as an illus- 
tration, that 

'a farmer employs in the cultivation of a certain portion of land 
£2000, £lfiOO of which he ex]>ondB in Heed, keep of horses, wear and 
tear of his fixed capital, interest upon his fixed and circulating 
capitals, rent, titlies, taxes, etc., and JC500 on immediate labour ; and 
that the returns obtained at the end of the year are worth £2400. 
It is obvious that the value required to replace the advances being 
£2000, the farmer's profits will be X400, or twenty per cent.'' 



He has another example of a similar kind taken Irom 
first Report of the Factory Commissioners (p. 34) ' : — 



the 



might b« BO extr&VBgftnt in his expenditure, or might pay so much in taxes, 
that his capital might be deteriorat«d (or many years together ; his aitnation 
would be the aame if, from bia own will or from the tnadc()Uacy of the popu- 
Istioo, be paid so much to his labourera as to leave himself without ade(jnat« 
proGU, or without any profitfl whatever. From taxation he might not be 
able to escape, but from this last most nnneceaaary unprwUtctive. expenditure 
he could and would escape, for he could hare the same quantity of labour 
with law pay, if he only saved less ; bis saving would be without an end, 
■ad would therefore be absurd.' — iMla-s of Hicardo to McUthw, cd. Bonar, 
pp. 186. 187. This manufacturer is obviously saving nothing in the modem 
■ense of the word. Tiis capital, fay hypothesis, is 'deteriorating,' not 
increasing. 

^ Poiitical Economy^ p. 261. On the next page the proposition quoted is 
referred to as * the principle that the demand for labour depends upon the 
rate at which the value of the general produce, or of the capital and revenue 
l»ken together, increases.' 

* PolUviai Ki:onomj/* 2d ed. p. 268. 
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* Capital sunk iti building and machinery, . » . £10,000 
Floating capital, 7,000 

jC500 interest at 5 per ce&t on £ 1 0,000 fixed capital. 

350 ditto on floating capitoL 

150 rents, taxes, and rates. 

650 sinking fund of 6^ per cent for wear and tear 
of the fixed capital. 
1,100 contingenciea, carriage, coal, oil, eto. 



£2.750 
2,600 wages and salaries. 



£5,300 



Spun 363,000 lbs. twist, value £16,000. 
Baw cutton required, about 400,000 at Gd. 

Equal to £10,000 

Expenses, 5,350 



£15,350 Value when sold, £16,000. 

Profit, £650, or about 4*2 on the advance of £15,350.' > 

The form in which we should naturally expect to find 
these ligurcs would now, at, any rate, be : — 



400,000 Iba. Ci^tton, at 

6d., . £10,000 

Wages and salaries, . 2,600 

Carriage, coal, oil, etc., 1,100 

Rent, rates, and taxes, 150 
Repairs and depreciation 

or sinking fuud, . 650 

Balance, . 1,500 



£16,000 



363,000 lbs. twist. . £16,000 



£16,000 



The balance of £1500 is the year's profits, 8|4 por. cent 
on the capital, fixed and floating, of £17,000. To Malthas the 

> Poliiical Economy, 2d «d. pp. 269, 270. The reference is, doubtleaa, to P«rL 
Papera I8,T^. No. 450, ' Examinations ' d. 2, p. 34 (vol. xx. p. 784 in the House 
of Commons collection). It is cunous, however, that the particulars given in 
the last five Hues, begiuuiug with * raw cotton.' thgugh printed by Maltbus 
as if they wore taken from the Factory Commission era' Report, are not to be 
foiin^ in it Instead there Ib a statemeut that * the raw material is purposely 
omitti:d throughout'— till douht in order to prevent a too public disclusurool 
the pio6ts made by t))c miUowners, Uessra. Sanmel Oieg and Co. 
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capitalist seems to have had two capitals — one his real capital 
of £17,000. on which 'interest' is calculated, and the other 
his annual working expenses, on which his ' profit ' is cal- 
culated. The " interest * rate is a rate per annum, but the 
rate of profit, 4*2 per cent, cannot be a rate per annum, 
since it is obvious that the expenses arc not all incurred at 
the bfli|;inning of the year. 
Seitior s&ys : — 

' The term Capital has been so variously defined that it may be 
doabtful whether it have any generally received meaning. We 
think, however, that in popular acceptation, and in that of economists 
ttTemMlTes, when they are not reminded of their detinitLons, that 
word" signifies an article of wealth, the result of human exertion, 

»loyed iu the production or distribution of wealth.' ' 

This i^a mere verbal definition like James Mill's, and 
tclKtfs^Sr^ little about the capital of a country. Is the 
cafStt^tbe wh^^ 'of these ' articles ' existing at one time, or 
thp^Juiintify u^fl ifi a g^ven length of time ? We must sup- 
pose thar Sernor meant the quantity used in a given length 
of time when he implies that ' the gas which lights a manu- 
factoi^.,' is capital 2 Doubtless the stock of gtis in a gas 
company'sjffiLSometer is a part, though a small part, of the 
CflJiipany'/real capital, but ' the gas which lights a manu- 
factory ' is a supply, and not a stock, of gas ; the cost of it is 
a part of the periodical working expenses, not a part of the 
capital of the manufacturer. 

The remark of Su* Travers Twiss that 'revenue as it 
gradually comes in is incoming produce ; stock is accumu- 
lated produce.' * does not appear to have attracted the atten- 
tion of J. S. Mill, who, though he b^ins by speaking of capital 
.AS an * accumulated stock of the produce of labour,' * and 
»uts forward as his second ' fundamental theorem respecting 
capital ' that ' it is the result of saving,' seems to have agreed 
with Adam Smith as to the nature of accumulation and 
saving. After saying that capital Is the result of saving, he 
ikddB that there is a ' trifling exception' 



66. 



' Political Economy, 8vo ed, p. 69. 

• Progrrs* qf PoiUieal ISconomy, p. 188. 

* Prindpiu, Bk. i. ch. !▼. S 1 ; Irt ed. vol L p. 67 ; People's ed. p. 



' Ibid., p. 
See Above, p. 64. 
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• became a person who labours on his own account may spend on 
his own account all he produces, without becoming destitute ; and the 
provision of necessaries on which he subsists until he has rea[)ed bis 
harvest or sold his commodity, though a real capital, cannot be said 
to have been saved, since it is all used for the supply of his own 
wants, and perhaps aa speedily as if it had been consumed in 
idleness.' ^ 

Whether a thing has been saved or not is thus settled, not 
by whether it is actually in existence, and therefore consti- 
tutes for the time a part of the excess of produce over con- 
sumption, but by what ultimately becomes of it. A little 
lower down, however, an increase of saving is treated as 
equivalent to the existence of ' a greater excess of production 
over consumption,' and we are told that * to consume less 
than is produced is saving.* But although saving is consuming 
less than is produced, and capital is the result of saving, 

*a third fundamental theorem respecting capital, closely connected 
with the one last discussed, is that, although saved, and the result 
of saving, it is nevertheless consumed. The word saving does 
not imply that what is saved is not consumed [nor even necessarily 
that its consumption is deferred], but only that [if consumed imme- 
diately] it ia not consumed by the persoa who saves it' ' 

And in the next section it is alleged that 'everything 
which is produced is consumed ; both what is saved and what 
is said to be spent ; and the former quite as rapidly as the 
latter.' ' This is a mere paraplu^ase of Adam Smith's ' what 
is annually saved is as regularly consumed as what is annually 
spent, and nearly in the same time too.'* But instead of here 
falling into Adam Smith's confusion between what is actually 
saved and the income of the persons who produce the things 
saved, J. S. Mill supports the proposition by assorting that 
all the things of which the stock or capital of a country at 
any time consists are in the course of time worn out and 

> Prtncip/ex, Bk. I. ch. v. |4; People's ed. p. 4Sa. The lit ed., vol i. p. 85, 
reads, * do abetiuenoe hu been practised * in place of * perhap« * and tb« 
following vords. 

* /Trtrf., Bk. I. ch. V. § 5, lat od. vol. i. p. 87; People's ed. p. 44 a. Th« 
words in brackets were not in the 1st ed. 

* Jbid. , Uk. I. ch. V. S 6, Ut ed. voL L p. 91 ; People's ed. p. 4Q a. 

* Above, p. 7*2. 
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cnnsumod. That is not quite true ; but even if it were true 
it would not justify the statement that * what ia saved' (by 
which Mill seems to mean the whole capital) 'is consuiuod': — 

*The growth of capital,' be says, 'is similar to the growth of 
population. Every individual who ia bom diea, but in each year the 
Dumber bom erceeda the number who die ; the population, therefore, 
always increases^ though not one person of those composing it waa 
alive until a very recent date,* ' 

Exactly ; and so we cannot properly say ' capital is con- 
sumed ' any more than we can say ' population dies.* The 
persons of whom the population is composed at any g^ven 
time die, ai^d the things of which the capital is composed at 
any given time, or some of them, are consumed, but the 
population and the capital remaia In a later section, 
however, J. S. Mill admits that some of the things which 
constitute fixed capital never require entire renewal, and 
completely adopts Adam Smith's view of the matter, sup- 
porting the proposition that * the capital, like all other 
capital, has been consiimed/ by saying 'it was consumed 
in maintaining the labourers who executed the improve- 
ment, and in the wear and tear of the tools by which they 
were a&sistcd/ - Here the capital ia first treated as con- 
sisting of the things themselves, ' a dock or canal,' for example, 
and then as consisting of the maintenance and tools which 
were consumed in producing these things. On the whole, it 
cannot be said that J. S. Mill in 1848 was one whit less 
confused as to the nature and origin of the capital of a com- 
munity than Adam Smith in 1776. 

As to the division of the capital into fixed and circulating 
capital, J. S. Mill speaks as if the distinctions drawn by Adam 
Smith. Ricardo, and James Mill were identical He says; 
'Capital which . , , fulfils the whole of its oflico in the pro- 
duction in which it is engaged, by a single use, is called Circu- 
lating Capital : ' this is from James Mill. ' The term, which 
is not very appropriate, is derived from the circumstance 
that this portion of capital requires to be constantly renewed 
by the sale of the finished product, and, when renewed, is 

> Bk. 1. oh. V. S 6 ad Jin. Ist od. vol I p. 92 ; People's cd. p. 47 a. 
* Bk. 1. ch. vi. g 1. iBtcd. vol. L pp. 101). UU; PcoplcH ed. p, 5b. 
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perpetually parted with in buying materials and paying wages ; 
so that it does its work, not by being kept, but by changing 
hands : ' this is from Adam Smith. ' Another large portion 
of capital, however, consists in instruments of a more or less 
permanent character * — this is from Ricardo — ' which produce 
their effect, not by being parted with, but by being kept ' — 
Adam Smith again — 'and the efficacy of which is not ex- 
hausted by a single use:' James Mill again. 'Capital which 
exists in any of these durable shapes, and the return to which 
is spread over a period of corrospondmg duration' — ^Ricardo 
again — ' is called Fixed Capital.' ' But as Senior had already 
shown with regard to two of them/ the three distinctions 
are by no means identical. According to Adam Smith, the 
seed corn of a fanner is tixed capital, because he will not sell 
it. According to Ricardo, it is tixed if u yeiir bo considered a 
long period, and circulating if a year be considered a short 
period. According to James Mill, it is circulating capital 
because it is consumed in one set of operations. 

J. S. Mill admits that some of the capital cannot properly 
be described as either fixed or circulating: — 

' Since all woultli whicU is destined to be employed for repro- 
dactiou comes within the designation of capital, thero ore parte of 
capital which do not agree with the definition of either species of it ; 
for ini^tance, the stock of finished goods which a manufacturer or 
dealer at any time possesses unsold in his warehouses.' 

But instead of concluding that fixed and circulating are 
not exhaustive divisions of the capital, and that the capital 
must be divided into (1) fixed, (2) circulating, and (3) another 
kind of capital, ho proceeds : — 

' But this, though capital as to its destination, \a not yet capital 
ill actual exercise ; it is not engaged in production, but has ^rst to 
be sold or exchanged, that is, converted into an equivalent value of 
some other commodities ; and therefore is not yet either fixed or cir- 
culating capital ; but will become either the one or the other, or be 
eventually divided between them.' ' 

If, however, whether the thing is capital at all or not ia 

* BU. I. ch. vi. g 1, Ut «d. vol i. pp. 107, 108 ; People's ed. p. fi7. 

» Political Economy, Svo wl. pp. 61-66. 

> Bk. L cb. vi. 1 3, Ut «d. vol. i. p. 117; PaopU's ad. p. 62 a. 
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settled, not by its actual exercise, but by its ultimate destina- 
tion, it is difficult to see why the question whether it is iixed 
or circulating capital should not be settled by tho same 
iterion. Equally difficult is it to see how the straight- 
forward term * exchanged ' is explained by the metaphorical 
converted.' * 



§ 6. Adam Smith! b successors on the FuTictions of th^ 
Capital of a Comm^unity, 

With regard to the functions of the capital of a community, 
Lauderdale's Natu/re and (higin of Public Wealth shows a 
great advance upon the Wealth of Natimis. Lauderdale 
denied that the function of the capital is to set labour in 
motion or to support industry, and saw that the functions 
ascribed to the fixed capital belong also to the circulating 
capital 

Capital may bo employed, he says, in five different ways : — 

(1) La obtaining buildings and machinery. 

(2) ' In procuring and conveying to the manufacturer the 
raw materials in advance of wages, or conveying the manu- 

;tured commodity to the market and furrushing it to the 
'consumer ; that is, in the home trade.' 

(3) In importation and exportation. 

(4) In agriculture. 

(6) In circulation (as money), ' 

In all cases where capital is so employed as to produce a 
profit, that profit arises from the capital * supplanting a por- 
tion of labour which would otherwise be performed by the 
hand of man, or from its performing a portion of labour 
which is beyond the roach of the personal exertion of man to 
raccomplisL' * 

In the case of buildings and machinery, he thought Adam 
Smith showed ' a strange confusion of ideas ' when he said 

* In another pUc« (Bk. i. cb. iv. § 1, ad Jin; People's cd. 35 b) IdiU 
ttf n th« * shApe * of tho * T&lu«a ' deatinod for prodaotire reinveatmenti 
' whAt«Tar it may be, is a temporary accident ; but, once deitined for pro- 
duction, th«y do not fail to find a way of tranaformiug tbemselvcfl into 

Bfi capable of being appUod to it.' The tnyitic proceas u not explained. 

• PfiWif Wealth, p. 169. « JOid., p. 101. 
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that machinery facilitAtes labour or increases its productive 
powers.^ ' The same procass of reasoning/ he says, ' would 
lead a man to describe the effect of shortening a circuitous 
road between any two given places from ten miles to five 
miles (w doubling tlie velocity of the walker,* He wished to 
say that machinery ' supplants labour.' The force of this lies 
entirely in the illustration, which is not very fairly chosen. 
Had Adam Smith lived at the present time he might have 
retorted that it is surely better to say that a pneumatic-tyred 
ball-bearing safety bicycle increases the productive (loco- 
motive) power of the cyclist's labour as compared with the 
time when ho rode an old-fashioned ' boiie-shaker/ than to 
say that it 'supplants his labour.' Lauderdale's 'walker* 
apparently stops when he has got to the second of the two 
given places, but the world in general behaves more like the 
cyclist, who with his improved machine exerts the same 
labour as before, but travels double the distance. 

In the cases of the home and foreign trade he teaches 
that capital supplants labour because less labour is required 
to produce a given result when there are middlemen like 
shopkeepers, manufacturers, and merchants, than if the con- 
fiumers had always to deal directly with the producers. The 
fact that the middleman saves more labour to the consumer 
than ho himself expends, ' proves that it is his capital, and 
not himself,' that supplants the consumer's labour : — 

* Though the proprietor of capital so employed saves, by the use 
of it, the labour of the consumer, he by qo means subetitutos in its 
place an equal portion of hia own ; which proves that it la his capital, 
and not himseU, that performs it. He, by means of his cajiital, [ler- 
haps, does the business of three hundred consumers by one journey; 
and carts, boatR, and a variety of other machinery, all tending to 
supplant labour, are applicable to the large scale in winch he deals, 
from which a consumer could derive no benefit in procuring for him- 
self the small quantity adapted to the satisfaction of hia individual 
desires.' ' 

The case of capital employed in agriculture is identical 
with that of capital employed in buildings and machinery. 



" PuUie Wmlth, p. 186, note. 
Bk. II. ch. ii. p. 124 a. 
> Jbid., p. 17Q. 
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The * circulating * capital or money supplants labour by doing 
away with the necessity of Lho laborious processes involved 
in barter, 

* From thia short examination it appears that capital, whether 
fixed or circulating, whether embarked in the home or in foreign 
trade, fur from being employed in putting labour iuto motion, or in 
adding to the productive powers of labour, is, uu the contrary, alone 
useful or profitable to mankind from the circumstance of ita either 
supplanting the necensity of a portion of labour Uiai would oiherwiie he 
performed by the Imtid of man^ or of itt txecntin^j a portum of labour 
beyond the reach of the powers of man to accomplieh : and this is not 
a mere criticLsm on words, but a distinction in itself most important' * 

In general, however, the economists of the first half of the 
nineteenth century seem to have been very well satisfied with 
Adam Smith's account of the functions of the capital of a 
country. 

Many of them seem even to have adopted his doctrine 
that the great use of the capital is to make division of labour 
possible. Lauderdale's critic in the Edinhv/rgh Review 
Bays: — 

* The remuning part of Lord Lauderdale's theory — his assertion 
that the capital employed in commerce supplants a labour otherwise 
unavoidable — appears to have proceeded from an oversight of a dif- 
ferent nature, and to have been indebted for all its novelty to a mis- 
take of the remote for the proximate cause. The accumulation of 
capital is necessary to that division of labour by which its productive 
powers are increased, and its total amount diminished. . , . All Lord 
Lauderdale's explanation of the maiiuer in which mercantile and 
manufacturing capital supplants the labour of the purchaser resolves 
itaelf into this doctrine of the divisiou of employments. The 
accumulation of stock enables one class of men to work in any 
lino cheaper for the rest of the community than if each doss 
worked in every line for itself. The immediate saving of labour 
u here occasioned by ita subdivLnion. It is a comiequence of the 
same accumulation of stock, that one class of men collects 
the articles necessary for the others all at once, and thus saves 
each the necessity of collecting for itaelf, which would be a 
repetition of the same toil for every transaction. This saving, too, 
u occasioned l>y the division of labour; and all writers have agreed 

' tnbik WtaUK pp. '^03. 204. 



110 REQrrSITES OF PRODUCTTON—n. CAPITAL [cHAP. TV. 

in giving the same account of the connexion between the division of 
labour and the accumulation of stock. Lord Lauderdale's dUcovery 
consists in dropping the intermediate link of the chain, and ascribing' 
the effect directly to what the achoolmen used to call tlie cav$a eatuae^* ^ 

Doubtless Lauderdale was wrong when he ignored the 
division of labour, but that scarcely proves that the account 
given by ' all writers * of ' the connexion between the division 
of kbour and the accumulation of stock * is correct. The 
fact that the division of labour makes laboiu* more productive 
does not prove that the accumulation of capital employed in 
commerce only makes labour more productive by facilitating 
the division of labour. MaUhus, Ricardo, and James Mill pay 
little attention to the subject. Senior, however, expressed an 
approval of Adam Smith's view which wa.s so qualiHed as to 
amoimt to a condemnation. Quoting the passage from the 
Introduction to Book IL of the Wealth of Nationfi in which 
Adam Smith endeavours to explain the connection between 
the accumulation of capital and the division of labour, he 



' Perhaps thia is inaccurately expressed ; there are numerooa cases 
in which production and sale are contemporaneous. The moat 
important divisions of labour arc those which allot to a few members 
of the community the task of protecting and instructing the remainder. 
But their services are sold as they are performed. And the same 
remark applies to almost all those products to which wo give the 
name of servicea. Nor is it absolutely necessary in any case, though, 
if Adam Smith's words were taken literally, such a nece^ity might be 
inferred, that, before a man dedicates himself to a peculiar branch of 
production, a stock of goods should be stored up to supply him with 
subsistence, matoiiok, aud tools, till his own product huA been com- 
pleted and sold. That he must be kept su[)plied witli those articles 
is true ; but they need not have been stored up before lie first sets to 
work, they may have been produced while his work was in progress. 
Years must often cla])3o between tlie commencement and sale of a 
pictura But the painter's subsistence, tools, and materials for those 
years are not stored up before he sets to work : they are produced 
from time to time during the course of his labour. It is probable, 
however, that Adam tSmith's real meaning was, not that the identical 
auppliea which vol! be wonted in a course of progressive industry 

1 Vol. iv. p. 370. 
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mtut be already collected wlion the proceaa which they are to aaaist 
or remunerate ia al>out to bo begun, but that a fund or Aoarce must 
then ertAt from whicli they may be drawn as they are required. 
That fund must comprise in specie some of the things want<;<l The 
paint^^r muut have his caiivua, the weaver his loom, and materials — not 
enough perhaps to complete hU web, bat to commence it As to 
those commodities, however, which the workman subsequently 
requires, it is enough if the fund on which he relies is a productive 
fund, keeping pace with his wauta, and virtually set apart to answer 
them.' ' 

The criticism is sound, but the apology is lame. It is not 
in tho Iea£t probable that when Adam Smith said that 'a 
weaver cannot apply himself entirely to his peculiar business 
unless there is beforehand stored up somewhere ... a stock 
sufficient to maintain him, and to supply him with the 
materials and tools of his work, till he has not only com- 
pleted but sold his web/ his ' real meaning ' was that the 
maintenance and materials used by the weaver must be 
forthcoming from some source when they are required- 
Moreover, the real meaning, obligingly invented for Adam 
Smith by Senior, does not prove the case. The facts that 
the painter must have his canvas, the weaver his loom, and 
materials, not enough, perhaps, to complete his web. but to 
commence it, and that a productive fund, keeping pace with 
the workman's wants, and virtually set ^art to answer thorn, 
is necessary for tho supply of those commodities which the 
workman subsequently requires, have nothing to do with tho 
division of labour. Every one who paints must have his 
c-anvas, whether he devotes himself principally to painting or 
not, every one who weaves must have his loom and materials, 
whether he is only a weaver, or also a tinker, tailor, and 
apothecary. And the * productive fund ' which the workman 
sut>flequently requires is not formed by 'abstinence/ and so 
Is not. even according to Senior himself, ' capital' The bakecr 
docs not abstMD when he supplies the wants of the woAver by 
.giving him bread in exchange for cloth, nor does the veftver 
labsiain vhen he supplies the wants of the baker by giving 
li'in cloth in exchange for bread. 

Of course, no economist could fail to see that the function 

■ Fomoal Beomomjf, Svo vd. pp. 7S, 79l 
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of the ' fixed capital,' the stock of machinery, and instruments 
of production, is to enable men to produce wealth more easily. 
This was looked upon as an obvious fact, which needed at 
the most a cursory mention.^ But at the close of the last and 
the beginning of the present century the high price of com 
caused attention to be concentrated on subsistence and the 
capital of the corn-growing farmer, instead of on produce and 
capital in general. Now the capital of the corn-growing 
farmer consists more largely of what Adam Smith called 
circulating capital than the whole capital of the country. It 
is true that on every coni-growing area a considerable fixed 
capital is used, but in England this belonged, for the most 
part, to the landlord, and being let with the land was easily 
confounded with the land. Moreover, much of the capital in 
money with which a corn-growing farmer was supposed to 
begin business was expended in wugea Owing to these 
facts the economists of the period came to look upon circu- 
lating capital as the most important part of ' capital/ and on 
' the funds f<^r the maintenance of labour ' as almost the only 
component of the circulating capital Fixed capital was 
sometimes so completely forgotten that ' capital ' could be 
used to indicate the funds for the maintenance of labour only, 
* machinery ' being put in a separate category. Ricardo, as we 
have soon,'-' in his Preface, makes ' machinery ' a requisite of 
production, in addition to ' capital* This might be set down 
as mere tautology, if we had not the evidence of one of his 
letters to Malthus to show^ how entirely he separated machinery 
and capital : — 

' I do not clearly see/ he Rays, ' the distinction which you think 

* The fact is implied rather th&n plainly expressed In Ricardo and 
Malthus. It IS mentioned liy Torrcns, Production 0/ WtaJth^ pp. 60>7I i 
James Mill, Eltmtnts, 2d and 3tl eds. p. 16; M'Culloch, PfincipUs, pp. 
96, 97. Heuior deals with it at greater length, Political Kconomy, 8vo ed. 
pp. 67-73, and remarks that *to give anything like an adequate aoconnt 
of it, however conciae, would far exceed the limits ' of bis treatise (p. 69), 
J. S. Mill ignores it almost entirely in his three chapters on capital. In 
the next chapter, 'On what depends the degree of Produotiveneaa of Pro- 
daotive Agenta/ he makes a few observations upon it, and refers hit 
readers to Babbagc's Economy of Marhinery atid ^fan^faetlirta, but this is 
only in a section (§ 4) on the ofTecta of superior skill and knowledge on the 
prodootiveneas of land, labour, and capital (1st eH. vol. i. p. 127; People's 
ed. p. (Hi h). •' AboTe, p. 41. 
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important between prodactiveneas of industry and productivenesa of 
capital Every machine which abridgea labour adds to the prodnc- 
tivenoas of industry, but it adds also to the productiveness of capital. 
England with machinery and with a given capital will obtain a 
greater real net produce than Otaheite with the same capital without 
machinery, whether it be in manufactures or in the produce of the 
soiL It will do so because it employs much fewer hands to obtain 
the same produce. Industry ts more productive ; so is capital. It 
appears to me that one is a necessary consequence of the other, and 
that the opinion wliich I have advanced and which you are combat- 
ing is that in the progress of society, independently of all improve- 
ments in skill and machinery, the produce of industry constantly 
diminishes, as far as the land is concerned, and consequently capital 
becomes leas productive.'^ 

In consequence of thoir habit of regarding the * funds for 
the maintenance of labour ' as the most important component 
of the capital, the early nineteenth-century economists 
attached themselves Avith fervour to Adam Smith's idea 
that the maintenance of productive labour is the principal 
function of the capital of a country. Adam Smith seems 
to have had in his mind the pictm-e of a ' capitalist ' 
arriving in a village ^Nnth his capital, and turning 'idle' 
menials and heggars into * industrious ' labourers. But 
in the next generation, ilalthus, with his doctrine that 
the increase or decrease of the population of a country follows 
the increase or decrease of the amount of subsistence pro- 
duced in it, put the theory on a new basis. The tendency of 
his work was to identify 'population' with number of 
labourers, and ' subsistence ' with ' capital/ and thus to make 
capital a thing which must be provided before labourers can 
exist, rather than a vivifying influence which makes idle 
men become industrious. Once at least, however, an attempt 
was made to recall attention to the existence of capital other 
than funds for the maintenance of labour, and to represent 
that the amount of industry employed must bo dependent 
on the magnitude of these funds ak»nc, instead of on the 
magnitude of the whole capital, A Committee of the House 
of Couunons on the Poor Laws, which reported in 1817, 
declared that — 
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' Wliat numbor of personB can be employed io labour most depend 
absolutely upon the ftmount of the fnndB which alone are applicable 
to the maintenance of labour. In whatever way these funds may be 
applied or expended, the quantity of labour maintained by them in 
the first instance would bo very nearly the same. The immediate 
•ffMSt of ft oompuUory application of the whole or a part of those 
fo&ds is to change the application, not to alter the amount of them. 
Wfaatsvsr portion is applied under the provisiomt of the law would 
hftvo been npptiod t^) sooie other object had the money been left to 
Ihs dititribution of the original owner; whoever therefore is main* 
iftinsd by Uie law m a labouring pauper is maintained only instead 
of Aotnu other individual, who would otherwise have earned by his 
own iiiduNiry tho niouoy bestowed on the pauper.' * 

ri^ruNul (if thin paasage suggested to John Bartoo, the 
autlior uf Ohaer^Kidims on ths Oireinnatances which injluenoe 
ih* (Jfyiulition ofthA Ijohourvng Classes of Society, a pamphlet 
{iraiiUKl by Kitiardo n« containing ' ranch Taluable infonna- 
tiim/' anri by MalthiiK a8 * ingenious/^ the following rsautricB, 
whioh H<H)in to bo tho original source of all the later di^ 
oUMiioiut about tliu otfoota of a somewhat imaginary pffoeB i 
knowtk lui ' tho conversion of circulating capital into fixed ' :— 

' It does not Moom that ovety accumulation of ca^^tal aeonsarily 
Mil In motion an a«ldttional quantity of labour. Let as supfw ee a 
oaM, A manufactursr poasMses a coital of £1000, whidi ke 
aaployt In maintAtning twenty weaTen, paying them £50 par aBnom 
•mL Hb oapital is suddenly increased to £2000. With double 
tnaans hs doM [not], however, hire double the number of wnrkiMB, 
but lays oat £inOO in arecting machinery, by the help of vhidi ive 
msn are enabled to |>erfonn the same quantity of wock as twaaty £d 
Mora. Are thsrs not than fifteen men discharged in eonaaqoaMee of 
IIm manufacturer having increased his capital I 

* Bvt doss not Iha eoostniction and repair of madkinery cmpioy a 
nmW of labonrsm t Undoubtedly. As in this case a sua ol 
AlftOO Was aipsndad, it may be supposed to have gnen 
lo iKlriy man for a yaar at £50 each. If calcolated to Is 
fmn (and maohinary asldou wears out soooor), tfccn thhty 
teilglit always supply flfteeo manofactoren with tkeae 

m Oe Ppm- Umm, 1817, K«w M^ |k 
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therefore oach manufacturer may be said constantly to employ two. 
Imugine aliio that one mm is always emi>loyed in the necessary 
repairs. We have then five weavers and three macbiue-makers where 
there were before twenty weavere.* ' 

It may also be ftUowod, he thinks, that the manufacturer 
may employ two more domestic ser\ ant.s, ns his revenue will 
have increased from £100 to £200, but even then we have 
only a total of 10 persons employed in place of the 20 
weavers. He infers that ' the demand for labour depends 
on the increase of circulating and not of 6xed capital ' : — 

' Were it true that the proportion between these two sorts of 
capital is the same at all times and in all conntriea, then, indeed, it 
follows that the number of labourers employod ia in proportion to the 
wealth of the state. But such a position has not the aemblauoe of 
probability. As arts are cultivated and civilisation Is extended, fixed 
capital l)ear8 a larger and larger proportion to circulating capital. 
The amount of fixed capital employed in the production of a piece of 
Britiah muslin is at least a hundred, probably a thousand, times 
greater than that employed in the production of a similar piece of 
Indian muslin. And the proportion of circulating capital employed 
is a hundred or a thousand times less. It is easy to conceive that 
under certain circumstances the whole of the annual savings of an 
industrious people might be addeil to fixed capital, in which case they 
would have no effect in increasing the demand for labour.' ^ 

Ricardo, commcntini^ on this passage in the chapter 'On 
machinery/ which he added in the third edition of his Prln- 
ciplcii, objects to the last sentence, but practically concedes all 
that Rarton was contending for : — 

' It is not easy, I think,' he says, ' to conceive that under any 
circumstances an increase of capital should not be followed by an 
increased demand for labour ; the most that can be said is that the 
demand will be in a diminishing ratio.' ^ 

This clearly admits that the amount of labour does not 
vary in the same proportion as the whole capital, though it 
varies always in the same direction, and when Kicardo con- 
tinuea to teach that every increase of the whole capital 
inoroaaes (though it may be 'in a diminishing ratio') the 

' P. 15. * r. Itf, 4Uoted by Kicardo, Workt» p. 341 note. 

' 3d ed. ia WorU, p. 241. not*. 
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demand for labour, wo are to understand him as teaching this, 
not bocanae he thinks the whole capital regulates the demand 
for labour, but because he thinks every increase of the whole 
capital is necessarily accompanied by an increase of the 
circulating capital. He agrees with Barton in believing that 
if the fixed capital is increased at the expense of the circulat- 
ing capital the funds for the maintenance of labour will be 
diminished.* Malthus, however, thought the new theory 
unnecessary, because ' where the substitution of fixed capital 
saves a great quantity of labour which cannot be employed 
elsewhere, it diminishes the value of the armual produce, and 
retards the increase of the capital and revenue taken to- 
gether.' ^ To unravel the tant(led skem. of thought in this 
sentence would require a whole book to itself. 

James Mill does not seem to have paid any attention to 
the distinction made by Barton and odiuitted by Ricardo : — 

* It follows necessarily/ he says, 'if the inatruments of labour, the 
materials un which it is employed, and the subsistence of the labourer 
are oU included under the name of capital, that the productive industry 
of every country is in proportion to its capital ; increases when its 
capital increases, and declines when its capital declinea It is obvious 
that when there is (tie) more instruments of labtiur, more materials 
to work upon, and more pay for workmen, there will be more work,, 
provided more workmen can be obtained. If they cannot, two things' 
will happen : wages will bo raised, which, giving an impulse to 
population, will increase the nximbor of labourers; while the im- 
mediate scarcity of hands will whet the ingenuity of capitalists to 
supply the deticiency by new inventions in machinery and by dis- 
tributing aud dividing labour to greater advantage.' ^ 

The first part of this passage seems a restatement of the 
theory of Adam Smith, but the last part makes it somewhat 
doubtful what James Mill means by * industry/ 

From the fact that M*CXilloch treats of the ' accumtila- 
tion and employment of capital* only as one of the 'means 
by which the productive powers of labour are increased/ a 
reader might be tempted to infer that he had abandoned the 
theory that the chief function of the capital of a country is to 
maintain its labourers, but this would be a mistaka After 

> 3d ed. JD Work.1. p. 238. ' Pofitiral Economy, p. 281. 

' EltmaU*, 2d ed. pp. 24, 2^ ; 3d (»UghtIy altered), pp. 24, 25, 
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treating of the way in which tlie capital increases the pro- 
ductive powers of labour, he adds as a sort of appoadix : — 

'There are other considerations which equally illustrate the 
extreme importance of the accumulation and employment of capital. 
The produce of the labour of n nation cannot be increased otherwise 
than by an increase in the number of its labourers or io their pro- 
ductive powers. But without an increase of capital it is in most 
cases impossible to employ another workman with advantage. If the 
food and clothes destined for the support of the labourers, and the 
tools and machines with which they are to operate, be all required for 
the maintenance and efficient employment of those already in ezist- 
ence, there can be no additional demand for others.' ^ 

The theory, however, findii no place in Senior*a Political 
Economy, and was gradually losiog its hold on men's minds. 
when it re-appeared in J. S. Mill% work. The first of Mill's 
fundamental propositions respecting capital is 'that industry 
is limited by capital.' * This is so obvious,' he says, ' as to be 
taken for granted in many common forms of speech.' For 
instance — 

'The act of directing industry to a particular employment is 
described by the phrase ** applying capital " to the employment To 
employ industry on the land is to apply capital to the land. To 
employ labour in a mauuiacture is to invest capital in the monu- 
fseture. This implies that industry cannot be employed to any 
greater extent than there is capital to invest' ' 

It is difHcult to attach any meaning to this last state- 
ment. If Mill had proved that ' to employ one labourer in a 
manufacture is to invest £100 of capital in the manufacture,' 
be might have intelligibly said that this implies that 
labourers cannot bo employed in any greater number than 
one to every hundred pounds of capital. Seeking some more 
secure basis for the profwaition that capital limits industry, 
he falls back on the necessity, for the existence of labourers, 
of a store of food : — 

'There can be no more industry than is su[)plied with materials 
to work up and food to eat Self-evident as the thing is, it is oft«u 
forgotten that the people of a country are maintained and have their 

* Priiu-ipffM, p. 100. 

' PrincipitB, Book i. chap, v, § 1 , 1 at ed. vol I p. 7B ; People** vd. pp. 39, 40. 
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wants sappliedf not by tho produce of preaent labour, but of past 
They consume wliat has been produced, not what is about to ba 
produced. Now, of what has been produced, a part only is allotted' 
to the support of productive labour ; and there will not and cannot 
be more of that labour than the portion so allotted (which is the 
capital of tho country) can feed and provide with the materials and 
instruments of production.' ^ 

It is perfectly obvious that industry or labour can never 
be brought to a stand by the inaccessibility of materials or the 
absence of instruments of production so long as food, drink, 
and, in some situations, clothing and fuel arc obtainable. 
The inaccessibility of materials and the absence of instru- 
ments of production will make production a more laborious 
process, but will not stop labour. So Mill's argument really 
depends entirely on tho necessity of food for labourers, though 
he has perfunctorily introduced the materials and instru- 
ments of production. He tirst tells us that ' the people of a 
country ' are maintained by the produce of past labour, and 
that only a part of this is 'allotted' to the productive 
labourers, and then invites us to conclude that the number 
of productive labourers cannot be more than the part of the 
produce of past labour (periodically ?) allotted to thern will 
support Exactly tho same thing might, of course, bo said 
of any class; for instance, it might be said, with equal truth, 
that there cannot be more landlords than tho produoo 
of past labour allotted to landlords will maintain. Thera' 
may, of course, be fewer landlords than the produce allotted 
thera would maintain; but so jilso, Mill proceeds to admit, 
may there be fewer labourers than the produce allotted them 
would maintain.' So that, granting the truth of the paren- 
thetical statoinont that the produce allotted to productive 
labourers is the capital of the country, it would be just as 
correct to say 'landholding is limited by rent/ as 'industry 
is limited by capital.' 

Mill's only reason for writing the paragraph seems to have 
been that he considered 'industry is limited by capital' a 

1 Prinriplcs, Book I. cliap. v. § 1, lat ed. vol. i. p. 79 ; People's ed. p. 40 a. 

' Book I. cliap. ▼. g 2, begins, ' Because industry is limited by capital wa 
are not, however, to infer that it always reaches thut limit Tlu-re may not 
be as maay labourers ubtaiimhle as the capital wutUd maintatn auil viitploy.* 
— Ufe ed. vol. I. p. 80 ; People's ed. p. 41 a. 
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useful catchword with which to attack the protectionist 
fallacy of giving employment or ' creating an industry' : — 

* A goverament would,' he Bays, • by prohibitory laws, put a stop 
to the importation of some commodity; and when by this it had 
caused the commodity to be produced at home, it would plume itself 
upon having enriched the country with a new branch of industry. , . . 
Had legislators been aware that industry is limited by capital, they 
would havo seen that the aggregate capital of a country not having 
been increased, any portion of it which they by their laws had caused 
to be embarked in the newly acquired branch of industry must have 
been withdrawn or withheld from some other, in which it gave or 
would have given employment to probably about the same quantity 
of labour which it employs in its new occupation.' ^ 

This argument is, of course, entirely destroyed by his 
admission that industry does not always reach the exterior 
limit imposed by the amount of capital Whenever it does 
not roach this supposc^l limit (and who can say when it does?) 
a new industry might, according to his own theory, be created 
without additional capital He gives away his case when 
he admits that 'where industry has not como up to the 
limit imposed by capital, governments may in various ways, 
for example, by importing additional labourers,' [' or," the 
protectionist would naturaUy interpolate, ' by imposing pro- 
tective duties on the products of foreign industry,'] ' bring it 
nearer to that limit' ^ 

Under the arrangements to which we in English-speaking 
countries arc accustomed, it may possibly be said with truth 
that it is the capitalists or owners of the capital who for the 
most part take the initiative in industrial enterprise, and so 
in a way ' put labour into motion.' But it certainly is not 
the capital itself, a mere mute mass of objects, which puts 
industry into motion. Nor does the magnitude of the capital 
decide how much labour shall be put into motion. Every 
one knows that neither the number of workers in each of the 
different countries of the world, nor the length of time they 
work, nor the energy they show, is regulated by the magni- 
tude of the diiTcreut national capitals. A country which is 
poor in aggregate capital may be more populous and more 

> Book I. ch»p. V. § 1, 1st ea. vol. 1. pp. 79, 80 ; People '■ ed. p. 40 ft. 
H<>uk I c)iBp. V. fi 2. Ist ed. vol t p. 81 ; People's ed. p. 41 a. 
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iiiduatrioim than ouo which is richer in capital ; the destruc- 
tion of a part of the capital of a country, while it would 
certainly diminish the produce of industry, would not 
Horiously * diminish the quantity of industry unless the de- 
struction was so great as to lead' to starvation or ill-health; 
imd. finally, an increase of the capital of a country may, and 
often doos cause, not an increase, but a diminution of industry 
by allowing more people to 'live on their means.' 

/ The capital of a country cannot even properly be said to 
'/Support' its labourers. To support the labourers, as well as 
to support tho landlords, the capitalists, and their families, is 
the office, not of the accumulated stock of produce, but of the 
supply of produce. The utility of thint^ as periodical pro- 
duce, must be kept entirely separate from the utility of aa 
accumulated stock of them. If a discovery were made by 
which we could reap com all the year round instead of only 
in the autumn, the utility of grain would not be affected; 
we should require every year the same quantity of bread in 
order to be equally well provided for in that respect. But 
the utility of a great stock of grain would be entirely de- 
stroyed i it would be of no use whatever to accumulate a 
year's crop of grain and store it up. It is the annual produce 
of grain, or rather the daily produce of bread, which supports 
tho popxdation, and the year's stock of grain stored up in 
bams and elevators in October only exists in order to enable 
that diuly bread to be supplied with the required regularity. 

If, then, the capitiJ of a country consisted entirely of 
stocks of cereal crops, its office would not L>e directly to 
(support labourers, but only to facilitate the sup{K)rt of the 
(whole population by increiising the utility of the produce 
of labour. But, as a matter of fact, the stocks of cereal 
crops form a very small portion of tho whole capital of a 
country, and no one ever seriously imagined that the office 
of the stocks of ' improved land/ ships, railways, mills, ware- 
houses, shops, tools, and such like things is to support labour. 
And if the capital of a country is a useful and convenient 
term, we should naturally expect that it would be possible to 

^ Of ooune, like any other dinuter, it wcmld probably canse some dislocft- 
Uon of btuiness amngementa and oooMquent alacknets of vork in boom 

departmcaU of induitry. 
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ascribe some general function to the whole of it, Adam 
Smith was on the right track when he discovered that a port 
of the * circulating capital/ the stock of money, in many 
respects, resembled the 'fixed capital/ He was able to dis- 
cover this because he waa obliged, by the necessity of the 
case, to contemplate the money as a stock and not as an 

i annual supply of produce. Had he clearly conceived the 
other components of the circulating capital as accunmlated 

' stocks, ho would have seen that the points of resemblance 
which he saw between the money and the fixed capital were 
also to be found between the rest of the circulating capital 
and the fixed capital. He says that the stock of money 

, resembles the ^xed capital, first, because the cost of maintain- 
ung it is not part of the net revenue of the society ; secoudly, 
because the stock itself does not form a part of the net 
revenue ; and thirdly, because every saving in the expense of 
maintaining it is an advantage to the society. All this may 
be said of any of the stocks, whether of * circulating capital' or 
reserves for consumption. The cost, which, so far as the 
community is concerned, means the labour, of keeping the 
stock of houses in good repair and keeping the stock of wheat 
dry and in good condition is obviously not part of the income 
of the community. The stocks of machine oil, wheat, and 
houses are no part of the income of the coimtry : the income 
for any year consists of the ' necessaries, conveniencies, and 
amusements' produced and enjoyed during the year, plvs 
any additions to the stock existing at the beginning of it. 
And finally, every saving in the expense of maintaining the 
stocks of houses, machine oil, and wheat are of obvious 
advantage to the corairuinity. 

So far from its being a good plan, as James Mill imagined, 
to asaiuiilate the fixed capital by an assumption^ to the 

* * There Lb a mode of viowing tho groae return to the oapiUlUt, which haa 
A tendency to simplify oar language, and so far. haa a great advantage to 
recommend tt. The case of fixed and of circulating capital may be treated 
aa the tame, by merely conBidoring the fixed capital as a product which ta 
regnlarly consumed and replaced by every course of productive operations. 
The capita] not consumed may always be taken as ao additional commodity, 
the reault of tho productive proccna. 

' According to this supposition, the ahare of tha capitalist is alivsys equal 
to the whole of his capital together with its prutita.' — SUmentB, 3d «d. 
pp. SO. 81. 
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circulating capital, the true solution should have been looked 
for in the direction suggested by Adam Smith's chapter ' Of 
Money/ and by Lauderdale's 'supplanting hibour' theory. 
Instead of either forgetting the fixed capital or assimilatai^ 
it to the circulatii^ capital, Adam Smith's successors should 
haye shown that the function of the 'circulating capital' is 
the same as that which has always been ascribed to the fixed, 
namely, to enable an equal amoimt of labour to produce more 
necessaries, conToniences, and amusements thim could be 
produced without it 



CHAPTER V 

THE THIRD REQUISITE OP PRODUCTION — LAND 

§ 1. LaTid in general and wmmint of land per cajnta, 

* Everything useful to tiie life of man/ says Hume, * arises 
from the ground.' ' The magniloquent Torrens observes: — 

' The earth supplies, apontaDeouBly, pruductions calculated to 
Bupply the wants aud gratify the desires of the sensitive beings which 
dwell upon her surfaca The aurrounding atmosphere, the depths of 
the waters, the bowels of the earth, and above all, the exterior soil, 
abound with materials adapted to our use. Hence the air, the waters, 
and the earth, and even the physical laws which determine their 
combinations, may be considered as the primary instmments in the 
formation of wealth To avoid unnecesaaiy circumlocution, however, 
the natural agents which constitute the primary instruments of pro- 
duction are usually included under the term land ; because land is the 
most important of the class, and because the poeaesaioD of it generally 
gives the command of all the others.'^ 

That * land ' in this extended sense is a requisite of pro- 
duction has always been recognised So also has the fact 
that the productiveness of industry must depend partly on 
the original quality of the 'land/ that is to say, on the 
natural fertility of the soil, the accessibility of the minerals, 
the richness of the fisheries, and so on. About this there 
has never been any doubt. 

But economic theory as to the way in which the pro- 
ductiveness of industry may be attccted by the quantity ot 
hxnd available per capita, or, to express the same thing in 
other words, by the density of population, bad only just begun 
to develop at the close of the eighteenth century. 

' AWy o/Jnierrjtf. Sn SiMiys (ed. ot 1770). vol. ii. p, 66. 
» ProduclioH ^f Wraith, p. 07. 
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§ 2. Eighteenth-cerUury viewa of population. 

General opinion in the seventeenth and eighteenth 
centuries seems to have r^^arded every increase of popula- 
tion with approval. In France, Vauban wrote in 1698: — 

* H est constant que la grandeur des roia se meaure par le nombre 
de lenrs sujeta ; c'est en quoi cunsUte lenr bien, leur bonheur, Icurs 
richesses, leurs forces, leur fortoue, et toute la coa&idt^ration qu'ila out 
dans le luonde.' * 

In England, Joshua Gee wrote in 1729: 'Numbers of 
people have always been esteemed the riches of a state/ - 

The worthy Vicar of Wakefield ' was ever of opinion that 
the honest man who married and brought up a large faiuily 
did more service than he who continued single and only 
talked of population/^ Hume speaks of *the general rule 
that the happiness of any society and its populousness are 
necessary attendants/ * Adam Smith says * the most decisive 
mark of the prosperity of any country is the inci-ease of the 
number of its inhabitants/^ As late as 1796, Pitt thought 
that a man had 'enriched his country' by producing a 
number of children, even if the whole family were paui)era 
He opposed Whitbreads bill for regulating the wages of 
labourers in husbandry, partly on the ground that it would 
make no difference in favour of fathers of large families, and 
proposed as an alternative to amend the Poor Jjaw : — 

' Let us/ he said, ' make relief in cases where there are a number 
of children a matter of right and an honour, instead of a ground for 
opprobrium and contempt. This will make a large family a blessing 
and not a curse ; and this will draw a projMir line of diatinction between 
those who are able to provide for themselves by their labour, and 
those who, after having enriched their country with a number of 
children, have a claim upon ita assistance for their support' * 

> Dtnie RoyvUt (Petite BihUoth^ue ^oaomique)* p. 18. 

* Trade atui Navigation qfOrtat Britain considered^ Prefaoe. 
» fioldBinilh, Virarqf Wak^fidd, 1776, vol. f. p. 1. 

* Esuay qf the Populotunest f^ Am^^eid Nation* in EMajfi (ed. of 1770), 
vol. ii. p. 179, note. * Bk. l. ch. viii. p. 32 a. 

* H&Qsard, vol. xxzil. pp. 709, 710 (Fob. 12, 1796). Whitbread was nottn 
be outbid ; he replied : ' As to the particular cue of lahotirerft who have to 
provide for a number of children, the wis'^at thinj; for government, insbead of 
putting tbe relief uiibrded to aucb on the footing of a cliArity, supplied 
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The ' powerful, affluent, and luxurious ' were ready to agree 
with Paley that 

* It may and ought to be assumed in all political deliberations 
that a larger portion of happinesa is enjoyed amongst ten persons 
pOBsesslng the means of healthy subsiBtence^ than can be produced by 
iite persons under every advantage of power, affluence, and luxury ; ' 

and that consequently, 

' the decay of population is the greatest evil a state can suffer ; and 
the improvement of it the object which ought in all countries to be 
aimed at, in preference to every other political purjioso whatsoever.'* 

If the common herd had a healthy subsistence, that 
was enough. Cantillon seems to have felt that ho was not 
quite in sympathy with his age when he remarked: — 

' C'est aussi une question qui n'est pas de mon sujet de savoir s'il 
vaut niicux avoir une grande multitude d'Habitans pauvres et mal 
entruteuus, qu'un nombre moins consid^rablo, mats bien plus h leur 
aise) un million d'Habitans qui coiisomment le produit de six arpena 
par t^, ou quatro millions qui vivcnt do celui d'un arpent ot domi.'^ 

It was, of course, quite,recognised that there are ' checks* 
to the growth of population, or that the population of a 
country does not commonly increase as fast as it would 
increase if everybody married at sixteen and lived to be 
seventy. It was also recognised that the actual "checks' 
consist principally of vicious, corrupt, and violent manners, 
and of simple inability to procure a 'healthy subsistence/ 
An Italian writer, Giovanni Botero, whose treatise Of the 
caiisett of the Magnificence and G-reatness of Cifica wns trans- 
lated into English in 1606, and quoted in Anderson's Grngin 
of C&nwiercs, saj's : — 

'Great cities are more subject to dearths than are small ones, 
and plagues afflict them more grievously and frequently and with a 
greater loss of people : so that although men were as apt to generation 
in the height of old Krman greatness, as in the first beginning thereof, 

p^rhApa from a precarious fund, and dealt with a reluctaut han<1, would be at 
onue bo institute a liberal premium for the encour.agemeDt of large faiuilies' 

(p. 7U). 

■ Moral and Poliitcal Philo»ophy, 1786, Bk. vi. oh. xi., third and foiirtb 
paragraphs. 

' lUtai Mr U ooHHiMroe, p. 113, 
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yet for all that, the people increased not proportionably, because the 
virtae nutritive of that city had no power to go further ; and in tuc- 
cessioo of time^ the inhabitants finding much want, and less means to 
BDpply the same, either forebore to marry^ or else fled their country ; 
and for the same reasons, mankind, grown to a certain complete 
number, hath grown no further. And it is three thousand years or 
more, that the e-arth was as full of people as at present ; for the fruita 
of the earth, and the plenty of victuala do not suffice to feed a greater 
number. Man first propagated in the east, and thence spread far and 
near ; and having peopled the continent, they next peopled the islands; 
thence they passed into Europe, and last of all to the new world. 
The barrenneas of soils, scarcity of necessaries, inundations, earthquakes, 
pestilences, famines, wara, etc., have occasioned numberless migrations, 
and even the very driving out by force of the younger people, and 
in many countries the selling of them for slaves, in order to make 
room for such as remained ; all which are the let and stay that the 
number of men cannot increase and grow immoderately.' ' 

Robert Wallace, one of those who contenrled, in opposi- 
tion to Huino, thnt the world was more populous in ancient 
than in modora times, inserted in his DiaaerUUion on the 
Nv/mhers of Mankind (1753), a table which shows by 
numerical examples how enormously rapid the growth of 
population would be, if it depended merely on the fecundity 
of mankind.^ 

*It is not,' he declared, 'owing to the want of prolific virtue, but 
to the distressed circumstances of mankind, that every generation 
does not more than double themselvea.''^ 

'Through various causes there has never been such a number of 
inhabitants on the earth at any one point of time as might have been 
easily iwed by the prolific virtue of mankind. The causes of this 
paucity of inhabitants and irregularity of increase are manifold. Some 
of them may be called physical, as they depend entirely on the course 
of nature, and are independent of mankind. Others of them are 
moral, and depend on the affections, passions, and institutions of 
men. ... To this last article we may refer so many destructive wars 
which men have waged against one another ; great poverty, cor- 
rupt institutions, either of a civil or religious kind, intemperance, 
debauchery, irregular amours, idlencsa, luxury, and whatever either 
prevents marriage, weakens the generating faculties of men, or renden 

* Origin t^Comnt^rce, 1787, vol. ii, p. 178. » P. 4. 

• P. 8, note. 
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them negligent or incapable of educAting their children, and cultivating 
the earth to advantage. 'Tis chiefly to snch destructive caoaes we 
muAt aftcribe the small number of men/ ^ 

' In every country there shall always be found a greater number 
of inhabitants, cetrrU parihits^ in proportion to the plenty of provisions 
it affords, as plenty will always encourage the generality of the people 
to marry.' * 

Adam Smith, who as an observer of the facts of everyday 
life was seldom at fault, believed the chief ' check ' to be 
infant mortality caused by poverty : — 

* Every epecies of animals naturally multiplies in proportion to 
the means of their subsistence, and no species can ever multiply 
beyond it. But in civilised society it is only among the inferior 
ranks of people that the scantiness of subsistence can set limits to the 
further multipliciition of the human spades ; and it can do so in no 
other way than by destroying a great part of the children which their 
fruitful marriages produce.' ' 

He arrived at this conclusion because he believed that 
any discouragement which poverty gives to marriage Is amply 
counterbalanced by the greater fruitfulness of the marriages 
which take place in spite of it.** 

Paley says that in the fecundity of the human race 
'nature has provided for an indefinite multiplication,' and 
that in 'circumstances favourable to subsistence* population 
has doubled in twenty years. To tho question, therefore, 
• what are the causes which confine or check the natural pro- 
gress of this multiplication,' he answers that it is not the 
incapacity of the soil to support more inhabitants, but 
licentiousness and the difficulty and uncertainty of being 
able to pro\ide * for that mode of subsisting which custom 
hath in each coxmtry established : ' — 

' It is in vain to allege that a more simple diet, ruder habitations, 
or coarser apparel, would be sufficient for the purposes of life and 
health, or even of physical ease and pleasure. Men will not marry 
with this encouragement. For instance, when the common people of 
a country are accustomed to eat a large proportion of animal food, to 
drink wine, spirits, or beer, to wear shoes and stockings, to dwell in 



» Pp. 12, 13. 

■ Bk. I. oh. viii. p. 36 &. 



> P. 15. 

* Bk. I. oh. viil p. 36 a. 
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stone housesj they will not marry to live iii clay cottages upon roots 
and milk^ with no other clothing than skins, or what is neoeusary to 
defend the trunk of the body from the effects of cold.* ^ 

The difficulty which would eventually arise, if the existing 
checks to the growth of population were removed for any 
considerable length of time, was used by Wallace, in his 
Various Eroapects of MaTiJcirid, Nattvre, and Providence 
(1761), as an argument to show that 'a perfect government/ 
which he practically idontiiies with a communist society, 
' though consistent with the human passions and appetites, is, 
upon the whole, inconsistent with the circumstances of 
mankind/ * 

'Under a perfect govemmeDt,' he says, 'the inconvenienoes of 
having a family would be su entirely removed, children would be so 
well taken care of, and everything become ho favourable to populoua- 
ness, that though some sickly seasons or dreadful plagues in particular 
climates might cut off multitudes, yet, in general, mankind would 
increase so prodigiously that the earth would at last be overstocked, 
and become unable to support its numerous inhabitants. . . , 

'Now, since philosophers may as Hoon attempt to make mankind 
immortal as to support the animal frame without food ; it is equally 
certain that limits are set to the fertility of the earth, and that its 
bulk, ao far as is hitherto known, hath continued always the same, 
and probably could not be much altered without making consider- 
able changes in the solar system. It would be impossible, therefore, 
to support the great numbers of men who would be raised up under a 
perfect government ; the earth would be overstocked at last, and the 
greatest admirers of such fanciful schemes must foresee the fatal 
period when they would cnmo to an end, as they are altogether incon- 
sistent with the limits of that earth in which they must exist' ^ 

After discussing various expedients, he concludes that 
artilicial regulations 

* could never answer the end, but would give rise to violence and war. 
For mankind would never agree about such regulations. Force and 
arms must at last decide their quarrels, and the deaths of such as fall 
in battle leave sufficient provbions for the survivors, and make room 
for others to be bom/ • 



> Moral and Political Philo%oply, Bk. vi. ch. xi 
» Ch*p. iv., Title. > i'p. 114, 116. 



* P. ua 
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Joseph Townsend, a writer who. unlike Wallace, was not 
known to MalLhus in 1798,* used what he called the 'prin- 
ciples of population*' in an argument against the English 
poor law. He treated the poor law as a partial establishment 
of a community of goods, and maintained that it was harmful 
because it weakened what long afterwards became known as 
the ' prudential check.' 

* There is/ he says, ' an appetite which is, aud should be, urgent, 
but which, if left to operate without restraiut, would multiply the 
human si^eciea before provision could be made for their support 
Some check, some balance, is therefore absolutely needful, and hunger 
is the proper balance ; hunger, not as directly felt or feared by the 
individual for himself, but as foreseen and feared for his immediate 
offspring. Were it not for this, the equilibrium would not be pre- 
served so near as it ia at present in the world, between the numbers 
of people and the quantity of food. Varioua are the circumstances to 
be observed in different nations which tend to blunt the shafts of 
Cupid, or at least to quench the torch of Hymen.' ^ 

Quite in the style of Mr. Herbert Spencer, he objected to 
'furthering the survival of the unfittest':* — 

' By establishing a community of goods, or rather by giving to 
the idle and vicious the first claim upon the produce of the earth, 
many of the more prudent, careful, and industrious citizens are 
straitened in their circumstances and restrained from marriage. The 
farmer breeds only from the best of all his cattle ; but our lawa choose 
rather to preserve the worst, and seem to be anxious lest the breed 
should fail I The cry is, Population, population 1 population at all 
events I ' * 

Mercifully, he thought, the poor law, while it removed the 
fear of starvation, imposed some check on marriages by 
causing the number of cottages to be restricted : — 

* In every village will be found plenty of yotmg men and women, 
who only wait for habitations to lay the foundations of new families, 

> Miithtu, Sitay on t/te PrindpU t^f Pojntlatumt 2d ed., Preface. 

• Jouttuy iSnmgk Spiun, 2d ed., 1702, paanm. See the iudex &t the end 
of e«oh of the three volomei, §.v. ' Population.' 

» Dissertafion oh the Poor Lawn, I7S6, reprinted 1817, pp. 67, 68. 

• tjptiucer, The Man vtrM-iu the States p. 69 

• ^Mn-tatUm, repr. 1817, p. 02. 

I 
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and who with joy would hasten to the altar, if they could be certain 
of a r(X)f to shelter them at night. It has been chiefly from the want 
of houses that the poor have not more rapidly increased.'^ 

§ 3. Malihvs's Essay on the PrxTiciple of Population} 

Moltbus, however, was tlie first to write a book in which 
the causes which regulate the increase of population are the 
m{un subject Even he did not strike out this new line all 
at once. The title of the first edition ' of his great work 
(1798) was— 



^ DiMeriaticn, repr. 1817, p. 68. As a Femedy, he desired to reduce state 
poor relief to a minimum, or rather to aboUah it altogether : — 

* Unless the degree of pressure be mcreaeed, the labouring poor will never 
acquire habits of diligent application, and of ecvere frugality. To increase 
this pressure, the poor's tax must be graduallj reduced in certain proportions 
annually, the auro to l)e raised in each pariah being fixed and certain, not 
boundless and obliged to answer unlimited demands. This enormous tax 
might easily in the spaoo of nine years be reduced nine-tenths ; and the 
remainder being reserved as a permanent supply, the poor might safely be 
left to the free bounty of the rich, without the interposition of sny other 
law. But if the whole system of compulsive charity were abolished, it would 
be still bettor for the Stste.'— /6u£., pp. 96. 97. As substitutes for the poor 
law, he recommended public parish workshops, compulsory insumnee* re- 
duction of the number of alehouses, taxation of fami-horses in order to fofliM 
a return to the use of oxen, division of common Bclds without imimeing the 
obligation of making hedges and ditches, and above all, voluntary charity. — 
PAd., % xiv. ; see also Jcntmty through Spaing places referred to under 
* Population, principles of,* in the index at the end of each volume. 

Townsend was a aon of Chauncey Townsend, a Loodou merchant, M.P. 
for Westbary 1747-68. and took his B.A. degree in 1762 at Qaro College, 
of which he became a fellow. He studied physic, attended Dr. Cullen% 
lectures, preached among Calvinistic Methodists, and nt Lady Huntingdon's 
chapel at Bath, was satirised as ' thu spiritual Quixote,' and became rector of 
Fewaey. Wilts. Besides the works aheady mentioned and several theological 
treatises, he wrot« Obsirvafitma on various Plans for the Rdi^ q/* tha Poor^ 
17Bd, Free thought on Despotic arid Free QoocrmMnUt 1701, The Phynciaa'g 
Vade Merum, 1704, 10th od.. 1807. A Guide to MetiUh, 2 vols. * He stood pre- 
eminent ' as a scholar, a mineralogist, a fossilist, and couchologist, and he was 
a principal projector and large shareholder of the Kennetand Avon CanaL 
He died Nov. 9, 1816. See Qentlanan'» Magazinry 1816, Ft. II. pp. 477, 606. 

' Farts of this section have already appeared in au article on * The Mai* 
thusian anti-socialist argument,' in ^e Kconomic Ittvitw for January lt>92y 
in which the subject is treated from another point of view. 

' It was a very loosely printtd small octavo volume of 396 pages, oontain- 
ing abont 60,000 words. The 2d edition was a quarto of 604 pages, and con^ 
tained about 200,000 worda. The 6Ui edition vuatains about 250,000 words. 
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AH 

ESSAY 

OS TU£ 

PRINCIPLE OF POPULATION. 

AS IT AFreCTS 

THE FUTURE IMPROVEMENT OF SOCIETY. 

Wrm RKMA&KS 

ON THE SPECULATIONS OF MR. GODWIN, 

M. CONDOHCET, 

AND OTHEK WRITERS. 



He had been disputing with his father ' ou ' the general 
question of the iinpirovement of society'/ and had discovered 
that the necessity of checks to the growth of population 
could be used as an argument against the i>ossibility of society 
ever arriving at the state of perfection dreamt of by Godwin 
and Condorcet. All checks, he held, are necessarily pro- 
ductive of misery or vice, and therefore, if checks are and 
always will be necessary, vice or misery, or both, must always 
continue to exist, so that perfectibility is impossible.* 

In the first edition the bulk of his work consisted of an 
attempt to show that the necessary checks all produce vice 
or misery, and therefore offer an invincible obstacle to 
indefinite improvement. He had, of course, no difficulty in 
showing that the growth of population was actually, and always 
had been, checked by misery and vice, that is to say, by 
poverty, pestilence, war, and such liI;o misfortunes and 
calamities (chapters iii., iv., v., vi., viL). i ic was not so suc- 
cessful in showing that these checks are the only actual and 
the only possible checks. Persons who have been bom can 
scarcely be got rid of without misery or vice, and births may 
be kept down by vica But births may also be kept down by 
more abstention from marriage, or postponement of the time 
of marriage. Malthus realised this, but contended that such 
abstention from marriage or postponement of marriage led to 
vice and constituted misery.* There have been, however, 
many very virtuous and very happy old bachelors and old 

' rto&ar. MaUhua and his Work, pp. (i, A ; Mal^hoa, Ettay, lat cJ.. 
Prel»c«. • JP#«iy, lat ed. pp. U, 37. lUO. 141 » I'. IU8. 
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maids, and a somewhat prolonged period of courtship ia not 
ainrays looked back upon as the most miserable jicriod of life. 
So in the second edition (1803), which he regarded as a new 
work,^ Malthus abandoned the attempt to show that vice and 
misery are the only possible checks to the growth of 
population : — 

' Throoghout the whole of the present work,' he says in the pre- 
face, ' I have so far differed in principle from the former^ aa to sup- 
pose another check to population posaihle which does not come under 
the head either of vice or misery.' ' 

This chock is 'moral restraint' or virtuous abstention 
from marriage, either temporary or permanent, and not 
accompauied by * misery.' 

When he had admitted this check, Malthus could, of 
course, no longer use 'the principle of population' as an 
argument against the ultimate perfectibility of mankind. 
But he could still aigue, as Wallace and To^vnsend had done 
before him, that an anarchist or commumst organisation of 
society must necessarily fail because the only check which 
is not productive of vice or misery — moral restraint — is 
dependent for its very existence upon the maintenance of 
private property : — 

' The lost check which Mr. Qodwia mentions^ and which, I am 
persuaded, is the only one which he would seriously recommend, is 
"that sentiment, whether virtue, prudence, ori>ride, which continually 
restrains the universality and frequent repetition of the marriage con- 
tract" ... Of this check ... I entirely approve; but I do not 
think that Mr. GU)d win's system of political justice is by any means 
favourablo to ita prevalence. The tendency to early ^narriagea is so 
strong, that we want every possible help that we can get to counteract 
it ; and a system which in any way whatever tends to weaken the 
foundation of private property, and to \es$cn in any degree the full 
advantage and superiority which each individual may derive from hia 
prudence, must remove the only counteracting weight to the passion 
of love that can be depended on for any essential effect Mr. Godwin 
acknowledges that in his system " the ill consequences of a numerous 

^ It woi foar timea m large u the first editioa (se« above, p. 130, note 3), 
and mooh of the firat cditioD did not reappear in il Malthas, indeed, says 
he had retained • few parts' of the former work (2d od. Preface}, but thiB is 
rather an cxagiLfcratiuu. * F. vii. 
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family will not corae so coaraely home to each man's individual 
interest as they do at present." But I am sorry to say, that from 
what we know hitherto of the human character, we can have no 
rational hopes of success without this coarse application to individnnl 
interest which Mr. Godwin rejects.' ^ 

But before the second edition appeared, Malthus had 
evidently lost, most of his interest in the nrgnraent against 
the perfectibilists. He changed the title of the book to 

AN ESSAY 

0!C THK 

PRINCIPLE OF POPULATION; 

OB, 

A VIEW OF ITS PAST AND PRESENT EFFECTS 

ON 

HUMAN HAPPINESS; 

WITH AV IN'QUIBY INTO OUR PROaPKCTB RE8PK0T1NG THE PUTURK 

REMOVAL OR UITIQATION OF TBB EVILS WHICH IT OCCASIONS. 

A SEW EDITION VRRT MUCH MS'IARGKD. 

Originally he had used the principle of population 
merely as a weapon in his ailment with his father about 
perfectibility; now he studied it for its own sake. Ho ran- 
sacked histories and descriptions of foreign countries, and 
travelled on the Continent to discover what checks to popula- 
tion were chiefly operative in diiferent countries at different 
times.* The old argument against perfectibility and systems 
of equality at Inst sank so far into the background, that it 
was suggested to him by persons for whose judgment he had 
a high respect. ' that it might be advisable in a new edition 
to throw out the matter relative to systems of equality, to 
Wallace, Condorcet, and Godwin, as having in a considerable 
^degree lost its interest, and as not being strictly connected 
ith the main subject of the Essay, which is an explanation 
and illustration of the theory of population,' and he only 
defended the retention of the matter in question on the 
grounds that it treated of one of the illustrations ^id 

> £may, 2d «d. pp. 385. 3H6. The referenoei ftr« to Godwin'! TKovghU 
ocranoned by the pf.nuai (^' Ihr. Parru Spita^ Sermon^ etc., 1801. 
* Uon»r, Afntrfitis and his Wvrk^ pp. 45, 49. 
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applications of the principle of population, and that he had 
'some little partiality for Uiat part of the work which led to 
those inquiries on which the uiaiu subject rests.' ' 

It is in great measure the result of this change between 
the first and the later editions that the soimdest economists 
will hesitate if asked directly, * What is the principle of 
population as understood by Malthus?' or 'What is the 
Malthusian theory of population * ' 

Very probably Malthus obtained the phrase ' the principle 
of population ' from the following passage in Godwin's 
Political Jitstice: — 

'There is a principle in human society by which population is 
perpetually kept dowu to the level of the meaas of aubaisteuce. Thua 
among the wandering tribes of America and Asia we never find 
throuch the lapse of a^aH that population has so increased as to 
render necessary the cultivation uf the earth. Thus among the 
civilised imtions of £uru{)e, by meaiut uf territorial monopoly, the 
sources of subsistence are kept within a certain limit, and if the 
[>opuhition became overstocked, the lower ranks of the inhabitants 
would be still more inca[>able of procuring fur themselves the necessaries 
of life. There are no doubt extraordinary concurrences of circum- 
stances, by means of which changes are occasionally introduced in 
this respect ; but in ordinary cases the standard of population is held 
in a manner stationary for centuries. Thus the established system of 
property may be cotisidorod as strangling a considerable [>ortion of 
our children in their cnullc. Whatever may be the value of the life 
of man, or rather whatever would be his capability of happiness in a 
free and equal state of society, the system we are here opposing may 
be considered as arresting upon the threshold four-fifths of that value 
and that happiness.' ^ 

Malthus quotes the first part of this passage near the 
beginning of the tenth chapter of the first edition of his 
Essay t and remarks on it : — 

'This principle, which Mr. Godwin thus mentions as some mysteri- 
ous and occult cauHO, and which he does not attempt to investigate, 
will be found to be the grinding law of neoeasity ; misery, and the fear 
of misery.' • 

' Rth ed. p. 281. 

• PolUktU Jitsfire, 1798. p. 813, Bk. vm. chap. IL 

* lit Ml p. 17G ; alightiy altered, 2d «d. p. 367 i 8tb ed. p. 273. 
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Later in the chapter he recurs to it — 

'It ia a perfectly ju9t observation of Mr. Godwin, tliat "there is 
ft principle in human society, by which population is perpetually kept 
down to the level of the metuis of suV>sistenoe." The sole que^itioD is, 
what is this principle 1 Is it some obscure and occult cause? Is it 
eome myBterious interference of heaTen, which at a certain period 
strikes the men with imj>otence« and the women with barrenness f Or 
is it a cause, open to our researches, within our view, a cause which 
has constantly been observed to operate, though with varied force, in 
every state in which man has been placed 1 Is it not a degree of 
misery, the necessary and inevitable result of the laws of nature, 
which human institutions, so far from aggravating, have tended con- 
siderably to mitigate though they can never remove 1 ' * 

Here the ' principle ' by which population is kept down to 
the level of the meaos of subsisteDce is Baid to be ' a degree 
of misery.' Turning to the contents or heading of the 
chapter, we find : — 

* Mr. Godwin's Byatera of eqnality. — Error of attributing all the 
▼ices of mankind to human institutiona — Mr. Godwin's first answer 
to the difficulty arising from population totally insufBcient. — Mr. 
Godwin's beautiful system of equality supposed to be realised. — Ita 
utter destruction simply from the principle of population in so short a 
time as thirty years/ ' 

It is difficult not to suppose that ' the principle of popu- 
lation ' in the heading is much the same thing as ' the 
principle by which population is kept down to the level of 
the means of subsistence.' Consequently it seems probable, 
it would be rash to say more, that in the first edition of the 
Essay 'the principle of population' is that the growth of 
population must necessarily be checked by misor}*, and in 
the second edition it is that the growth of population must 
necessarily be checked by raiserj' or prudential motives. 

But to the question why the growth of population must 
necesiiarily be checked, Malthus seeujs to have no better 
answer than the assertion that ' the power of population is 
indefinitely greater than the power in the earth to produce 
subsistence for man/ ' or that there is a ' constant tendency 



1st «l pp. 193, IW ; 2d »d. pp. 373. 374 ; 8lh od. p. 277. 



■ lited. p. 173. 



lat ed. p. 13. 
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in tH ihaiiDAtad life to increase beyond the nourisbnient pre- 
pu<*d for iu' * If he had niorety desired to prove, like 
WiJImm* thftt the growth of population must eventually be 
oheckod, he would have been on firm ground here. The 
earth is limited in size, and obviously there must bo some 
limit to the population which can exist upon it. But he 
constantly rejects with contempt any such interpretation of 
his doctrine,* He meant to prove that checks to the growth 
of population are always necessar}', and when he says ' the 
power of population is indefinitely greater than the power La 
the earth to produce subsistence for man/ he is thinking of 
the present and not of a remote future. Expressing ' astonish- 
ment ' at the fact that writers have treated ' the difficulty 
arising from population ' as ' at a great distance/ * he says : — 

' Even Mr. Wallace, who thought the argument itself of so much 
weight as to destroy his whole system of equalityi did not seem to be 
aware that any difficulty would occur from thia cause till the whole 
earth had been cultivated like a garden, and was incapable of any 
further increase of produce. Were this really the case, and were a 
beautiful system of equality in other respects practicable, I cannot 
think that our ardour in the pursuit of such a scheme ought to be 
damped by the contemplation of so remote a difficulty. Aa event at 
such a distance might fairly be left to providence ; but the truth is, 
that if the view of the argument given in this essay be just, the diffi- 
culty, so far from being remote, would be imminent and immedinte. 
At every j}eriod during the progress of cultivation, from the present 
moment, to the time when the whole earth was become like a garden, 
the distress fur want of food would be constantly pressing on all 
mankind if Uiey were equal. Though the produce of the earth might 
be increasing every year, population would be increasing much faster, 
and the redundancy must necessarily be repressed by the periodical 
or constant action of misery or vice.' ^ 

' The period when the number of men surpass their means 
of subsistence/ Malthus believed, ' has long since arrived.' * 
Now this does not moan that he thought the country or the 
earth already what we call ' over-populated.' When we say 

> 2dod. p.2: 8th ed. p. 2. 

' See aip. Appemlix to 3d ed. p. 10 ; in 8tb od. p. 489. 

* Isted. oh. x'iii. title, p. 142. 

* Jtt ed. pp. 142-144 ; 2d ed. pp. 353. 3^4. 
■ l«ted. p. 153; 2a ed. p. 357. 
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that a country is over-populated, we mean that the produc- 
tiveness of industry in that country is not so groat as it would 
be if the population had not grown so big: we thus admit 
the idea that there may be too many people. Malthus, on 
the contrary, was so far infected with the prevalent opinions 
of his age, that the idea of there being too many people was 
quite strange to him. If there are too many people the 
checks to the growth of population cannot have been as 
strong as it is desirable they should have been— they must 
have been inefficient. But Malthus denied the possibility, 
and even the conceivability of the checks to population beii^ 
inefficient . — 

*It has been said by some,' he says, * that the natural checks to 
population will always be sufficient to keep it within bounds, without 
resorting to any other aids ; and one ingenious writer has remarked 
that I have not deduced a single original fact from real observation 
to jirove the inefficiency of the checks which already prevaiL These 
remarks are correctly true, and are truisms exactly of the same kind 
as the assertion that man canuut hvc without food. For undoubtedly 
as long as this oontinuos to be a law of his nature, what aro hero called 
the natural ohecks cannot possibly foD of being effectual.' > 

And in a note to the first sentence of this passage, ho 
adds:— 

'I should like much to know what description of facts this 
gentleman bad in view when he mode this observation. If I could 
have found one of the kind which seems here to be alluded to, it 
would indeed h&ve been truly original.' ' 

> Appendix to 3d ed. p. 9 : 8th ed. p. 488. 

* It may perh&pa h« remarked that the belief that the checki cannot be 
inefficieot, and so that over -population is imposBible, is scarcely consistent 
with the pasMges quoted above, p. 136, 'though the produce of the earth 
might be increauDg every year, population would b« increasing much fait«r; 
and the redondancy must neceasarily be repressed/ and ' the period when the 
nnmber of men Burpaea their means of subdatenoe has long since arrived.' 
Malthua saw this himself, and altered these pMtaget to ' though the produce 
of tlie earth would b« increasing every year, population would have the 
power o( iucreasing much faster, and this superior [>ower must necessarily be 
chocked,' and ' the period when the number of men surpaases their means of 
easy subeiatence has long since arrived,' 8th cd. pp. 263 and 266. Those 
alterations, together with the substitution of * the argument of the principle 
of popalaiion,' in the 2d ed. p. 353, for 'the argument of an overcharged 
population,' in the 1st ed. p. 142, show that it was only by ina<tvertoaco 
that Malthas occasionally seems to admit that over-populatiou is potsiblu. 
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The question of populAtlon with Malthiu was not. as 
it is with us, a question of density of population and produc- 
tivenefis of industry, but a question about the comparative 
rapidity of the increase of population and of the increase of the 
annual produce of fcxxL He did not think that the checks upoa 
the growth of population were made necessary by the popula- 
tion having approached or exceeded some economic limit, but 
simply by the impossibility of increasing the annual produce 
of &)od as Cast as an ' unchecked ' population would increasa 
His reason for believing it impossible to increase the produc- 
tion of food as fast as the unchecked population was that 
• po}>ulation, when unchecked, increases in a geometrical ratia 
Subsistence increases only in an arithmetical ratio/ ^ 

If this were true, the constant necessity of checks would 
be proved at once. A quantity increasing like terms in geo- 
metrical progression,' however small originally, and however 
small the common ratio by which it is multiplied, must, if 
given time enough, overtake a quantity which is increasing 
like terms in arithmetical progression,^ however large origin- 
ally, and however largo the common diflerence. To put the 
same thing into coiiimorcial language, the smallest sum 
accumulating at the sniallest rate of compound interest must 
eventually grow bigger than the largest sum accumulating 
at the highest rate of simple interest. So, if population 

' lit ed. p. 14. * It may sftfely be pronounced, therefore, tbftt popalation, 
when ODchecked, ffoca on doubling itsolf every twenty-five yeann, or in- 
oreuteji in a geonietrioal ratio ' (2<1 ed. p. 5 ; Stli ed. p. -i). ' It may be fairly pro- 
nounced, therefore, that, eonAidcring tlie present average atate of the f arth^ 
the meana of BabsiBtonce, under circa ma tanoea the most favourable to human 
induHiry, could not possibly be made to increase faster than in an aritbmoti* 
oal ratio ' (2d ed. p. 7 ; 8th od. p. 6). 

' ' Quantities arc Baid to be in geometrical progression when each ia eqoal 
to the product of the preceding and some cnnatAnt factor. The constant 
factor is called the rnmjnon ratio of the serios, or more shortly, the ratio. 
Thus the following aeriee are in geometrical progression : — 
1,2,4,8, 10, . . , 

1» ii J» »V» A» • ■ • 

a, or, or", ar*, ar\ ■ . ,* — To<lhunter'8 Algthrtt. 
* * Quantities are said to be in arithmetical progression when they inci 
or deorease by a common difference. Thus the following series are in arith- 
mstioal progression :— 

I. 3, 5. 7, 9. . . . 

40, 3C, Z*l, 28, 24, . . , 

a, o + fr, o + 2ft, n+3A, . . .'—Ibid. 
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increased geometrically and subsistence only anthmetically, 
the increase of population would eventually be checked by 
want of food, even if there had at tirst been an enormous 
surplus annual produce of food. But as a matter of fact 
there never is any appreciable surplus produce of food in an 
average year, and so population and subsistence must be 
supposed, so to speak, to start iroui the same lina In this 
case the necessity of checks becomes immediately obvious. 
The annual addition to the (wpuhitiou * when unchecked' 
would be greater every year, but the annual addition to the 
food could never exceed what it was in the first year. 

Now Malthus was. of course, quite right in sa^^ng that an 
increasing population, if the checks on its increase do not 
alter in force, increases in a geometrical ratio. But he was 
completely wrong in saying that subsLsteuce 'increases/ or 
can bo increased, only in an arithmetical ratio. His attempt 
to prove this proposition is extremely feeble : — 

' Let us now,' he says, ' take any spot of earth, this lahmd, for 
instance, and see in what ratio the subsistence it affords can be sup- 
posed to increase. We will begin with it under its present state of 
oultivutiun. 

' If I uUuw that by the best pouaible policy, by breaking up more 
land, and by groat eucourugcmenta to agriculture, the produce of this 
Island may bo doubled in the first twenty-five years, I think it will be 
allowing as much as any person can well demand. 

* In the next twenty-five yeara it is impossible to suppose that the 
produce conld bo quadrupled.* It would be contrary to all our know- 
lodge of the quiilitie-ft of land. Tbe very utmoat we can conceive is 
that the increase in the second twenty-five years might equal the pre- 
sent pntduce. Let na, then, take this for our rule, though certaitily 
far beyond the truth; and allow that, by great exertion, the whole 
produce of the Isluiid might be increased every twenty-five years by a 
quantity of subsistence equal to what it at present produces. The 
jnoet enthusiastic speculator cannot suppose a greater increase than 
this. In a few centuries it would make every aero of land in the 
Iftlaud like a garden. 

' Yet this ratio of increase is evidently arithmetical 



' He iDMUw 'again doubled.' Tbe original prodace is *qQadrapIed/ hot 
the quadrupliu(^ tike* plaw iu the whole fifty yean, not in the aevoud 
twenty- five. 
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'Tt may He fairly said, therefore, that the means of aubeifitence 
increase in an arithmetical ratio/ ^ 

He seems to have overlooked the fact that to increase in 
a geometrical ratio is not necessarily the same thing as 
doubling every twcnty-fivo years. It was no doubt impos- 
Biblo that the subsistence annually produced in Great Britain 
could be doubled every twenty-five years for an indefinite 
period. It was improbable that it could be increased every 
twenty-five years by an amount equal to the amount pro- 
duced in 1798. But this does not prove that it could not 
increase in a geometrical ratio, or that it could only increase 
in an arithmetical ratio. If the amount produced increased 
only ifloAtfq o P®^ annum, or if it doubled itself every fifty 
thousand years, it would be increasing in geometricsJ pro- 
gression. Malthus prided himself on relying upon experi- 
enc3, but in this case experience was entirely against him. 
He admits — indeed, he bases his whole work on the fact, that 
in the North American colonies the population had increased 
for a long period in a geometrical ratio.* This population 
must have been fed, and consequently the annual produce of 
food must also have increased in a geometrical ratio. By the 
time he got to his sixth chapter, Malthus seems to have 
had some inkling ot this objection to his argument, and he 
endeavours to answer it in a note : — 

<In instances of this kind,' he says, *the powers of the earth 
appear to bo fully equal to answer all the deniands for food that can 
be made upon it by man. But wc should be led into an error, if wo 
were thence to aupposo that population and food ever really increase 
in the same ratio.' 

It is certainly difficult to sec how we could be led into aa^ 
error by supposing what is an admitted fact. However, 

* The one,' Malthus continues, ' is sUll a geometrical and the other 
an arithmetical ratio; that is, one increases by multiplication and the 
other by addition.' 

But if the population and food increased pari paasut it is 

> ICmay, \wttA. pp. 21-33. 

3 Ibid.^ iBt ed. p. 20; cp. Appendix to 3d ed. |>. 12, note {in 8ih ed. 
p. 491, uot«K quut«d below, p. UI*. 
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impossible that the one could have increased in a geometrical 
ftnd the other in an arithmetical ratio ; so MaUhus, instead 
of attempting to prove or explain directly his extraordinary 
proposition, resorts to his favourite device, and takes refuge 
in a simile : — 

* Where there are few people and a great quantity of fertile land, 
the power of the earth to afford a yearly increase of food may be 
compared to a great reservoir of water supplied by a moderate stream. 
The faster population increases, the more help will be got to draw off 
the water, and consequently an increasing quantity will be taken 
every year. But the sooner, undoubtedly, will the reservoir be 
exhausted, and the streams only remain. When acre has been added 
to acre till all the fertile land is occupied, the yearly increase of food 
will depend upon the amelioration of the land already in poBsessioa ; 
•nd even this moderate stream will be gradually diminishing. But 
population, could it be supplied with food, would go on with un- 
exhausted vigour, and the increase of one period would furnish the 
power of a greater increase the next, and this without any limit' ^ 

It is doubtless true that if more wat^r runs out of a 
reservoir than runs in, the reservoir wiU in time be exhausted, 
but this does not prevent the outflow from being increased 
in geometrical ratio until the reservoir is empty; and if it 
did, that would not disprove Malthus's own fact — that the 
annual supply of subsistence had doubled every twenty-five 
years in New Jersey. 

In 1803 Malthus bowed to the inevitable, and abandoned 
the attempt to show, in spite of his own facts, that subsistence 
never increases in a geometrical ratio. The note just quoted 
did not appear in its place in the second edition,' and only 
its last three sentences were preserved and introduced into 
the discussion of ' the rate according to which the produc- 
tions of the earth may be supposed to increase ' ' in Book i-, 
Chapter i. In that discussion Malthus treads far more gingerly 
than he did in the first edition. He does not assert that 
subsistence never has increased in geometrical ratio, and 
practically admits that it has done so 'sometimes in new 

^ JBtMif, lit •d. p. 106, not«. * See p. 338. 

' Ski vd. p. 6. liiough ho hud ■truck out the 'reservoir.' Malthus ooo- 
tinued to talk of tlio 'stream,' an uveraight which has a curioos effect. 
Eveutually he sutwtittttcd the word ' luud ' (Sth ed. p. 4). 
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colonics.' He merely asserts that subsistence cannot in the 
future be made to increase over the whole earth faster than 
in an arithmetical nitio. Ho nrrivcfl at this conclusion 
because he chose to take Great Britain as fairly typical of 
the whole earth, and refused to believe that subsistence in 
Great Britain could be made to increase faster than in an 
arithmetical ratio. This was leaving experience, and soaring 
into prophecy, and, like most prophets, Malthus turned out 
to be wrong. He hved long enough to record the falsitication 
of his prophecies, though he seems to have been blind to the 
fact that they wore falsified. When he prepared his sixth 
edition for the press, he had before him the results of the 
censuses of 1801, 1811. and 1821. On account of the un- 
certainty introduced into the statistics relating to males by 
the movements of the army and navy during the war, he 
preferred to estimate the growth of popiUation by the numbers 
of females alone ; and, after making all corrections and allow- 
ances, he gave the female population of Ekigland and Wales 
as, Mn 1801. 4.687,867; in 1811, 5.313.219; and in 1821. 
6,144,709/' These three terms are not in geometrical 
progression, but this is not because the rate of increase fell, 
but because it rose. As Malthus himself observes, the increase 
is 13-3 per cent in the first decade and 156 in the second.* 
Had the population multiplied itself only by Ivs'sV/A in t-he 
second as well as in the first decade, the female population 
in 1821 would have been only 6.021.991 instead of 6.144J09. 
Now, if Malthus had been right in saying that subsistence 
could only increase in an arithmetical ratio in this island 
(and d foriinri in England and Wales as being more 'im- 
proved' and fully peopled than Scotland) the absolute increase 
of subsistence between 1811 and 1821 would have been no 
greater than the increase between 1801 and 1811, so that 
England and Wales would have been in 182^ only able to 
support a population (females only being reckoned, as before) 
of 5.313,219 + 625,352-5,938,571; and 206,138 females or 
400,000 persons must have been 'totally unprovided for/* 



I 8th ed. p. Z16. 

3 He says, ' in the period from 1800 to 1821/ but this U a mere slip of the 
pen ormispriut for ' isll to 1S21.' 
* iSlMtty, lat (id. p. 24 ; &tU ed. p. ti. 
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The census of 1831, taken some years before Malthus's death, 
showed that the female population had then increased to 
7,125,601 ; whereas, on the arithmetical-ratio basis of an 
addition of 625,352 each docode, it should have been only 
6.563,923. Over half a million females, or about a milhon 
persons ' totally unprovided for ' in England and Wales alone ! 
The theory, then, that subsistence could only at the outside 
be increased in an arithmetical ratio — that ' the yearly 
additions which might be made to the former average pro- 
duce' could only at the very utmost be supposed ' to remain 
the same/ ' instead of decreasing, which they certainly would 
do'* — was quite untenable. 

It is sometimes alleged that Malthus attached little or 
no importance to his geometrical and arithmetical ratios.* 
There is no foundation whatever for this statement. Malthus 
himself, in the appendix to the third edition (1806), after 
mentioning ' the comparison of the increase ^ population 
and food at the beginning of the Essay,' goes on to speak of 
' the difteront ratios of increase on which all ' his ' principal 
conclusions are founded/ ^ and in a note a little further on 
he says : — 

* It liafl been said that I have written & quarto voltime to prove 
that population increases in a geometrical, aiid food in an arithmetical 
ratio ; but this is not quite true. The first of these propositions I 
considered as proved the moment the American increase was related, 
and the second proposition as soon as it was enunciated. The 
chief object of my work was to inquire what effects these laws, which 
I considered as established in the first six page.<i, had produced and 
were likely to produce on society; a subject not very readily ex- 
hausted The principal fault of my details is that they are not 
sofficiently particular; but this was a fault which it was not in my 
power to remedy. It would be a most curious, and to every philo- 
sophical mind a most interostiiig, piece of information to know the 
exact share of the full power of increase which each existing check 

> 2a ed. p. 7 ; 8tb ed. p. 5. 

> J. S. >lill uyi MahhuB 'haasanled' them 'chiefly by way of iUustra- 
tiou' sud *Uid uo stress* on thcm.—Principles, Bk. n. ch. xi. g 6, lift ed. 
vol. i. p. 421 ; People's eiL p. 217 a. See aUq for a mora tiareful defenofl of 
ICalthiis, UsrshsU, MneipUs o/£eorumica, Bk. IT. oh. ir. § 3, 4th ed. p. 250. 
note. 

* Appendix, p. 10 ; reprinted in 8th ed. p. 489, 
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preTeutfi; bat ut present I see do mode of obtaining such infor- 
mation.* * 

Deprived of tho theory that the periodical additions to 
the average annual produce cannot possibly be increased, or, 
as Malthus preferred to put it, that subsistence can increasai 
>nly in an arithmetical ratio, the Essay on ike Principle of 
Population falls to the ground as an argument, and remains 
jOnly a chaos of facts collected t-o ilhistrate the effect of laws 
fhich do not exist. Beyond the arithmetical ratio theory, 
there is nothing whatever in the Essay to show why sub- 
sistence for man should not increase as fast as an ' unchecked 
population. • With every mouth Grod sends a pair of bonds,* 
80 why should not the larger population bo able to maintain 
itself as well as the smaller ? 

In our own day, of course, the merest t3T0 in political 
economy promptly replies, * Because of the law of diminishing 
returns.' But that law remained practically unknown till 
near the close of the great war. Malthus may, perhaps, 
display some inkling of it here and there in tho first edition. 
In tho second he certainly uses one of the principal ideas on 
which it is based as an incidental and subsidiary argument. 
In the later editions its existence is frequently recognised.. 
But to unagine that the Essay on the Principle of Popu- 
lation was ever based on the law of diminishing returns is 
to confiise Malthusianism as expounded by J. S. Mill with 
Malthusianism as expounded by Malthua * Those who were 
convinced by Malthus that food cannot be increased so fast 
as an ' imchecked * population were convinced simply because 
he succeeded in giving them a vague general ijnpression that 
this is usually true, not because he deduced the proposition 
&om any ascertained facts. In his second edition he appealed 



' Appendix to 3d ed. p. 12, not« ; 8th ed. p. 491, note. 

' Careless readoni of Malthua are apt to imagine tliAt tho law of djminlah- 
ing returns ia stated or imijHed in 'The improvement of the harren parte 
would be a work of time and labour ; aud it muit be evident to thoee who 
have the Blighteat acquaintance with agriaidtunU lubjects, thatiu proportion 
as cultiyatioD eitended, the additions that could yearly be made to the 
former average produce mast be gradually and regularly diminishing ' (2d 
ed. p. 7 ; Stfa ed. p. 6). But this says nothing about the produce per head of 
producers, and the real law of diminishing returns says nothing about the 
annual iucremeDts of produce. 
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jBBpecially to ' those who have the slighteHt ncquamtanco with 
icultural subjects'^ m support of his doctrine that tho 
addition which can bo made in a year to the former annual 
produce can not only not increase, but ' inuat be gradually 
and regularly diminishing ' ; but, of course, no such law was 
known to the agricidturists of tho time. James Anderson, 
the "writer who is commonly imagined to have anticipated 
the Ricardian theory of rent, and who certainly had been 
a fanner, and was a very able man, had already expressed 
a completely contrary opinion. Writing in January 1801, 
[lie says : — 

' Man, when he once betook himself to the cultivation of the soil 
became on agriculturist ; aud iu proocaa of time he made discoveries 
that wore of iutintte consequence to him as an inhabitant of thia 
globe. Instead of finding his subsistence, as before, limited to a 
certain extent which it was beyond the reach of his power to exceed^ 
he fiiund himself endowed with faculties thut enabled him to augment 
the quantity of subsistence fur man to an extent to which he hath 
never been able as yet to assign any limits. At the first, he no doubt 
conceived that it was only tliose spots which ^were naturally of the 

Lost fertile kind that could afford him abundant crops of com ; but 
^axperience taught him, that if the dung of tho animals that were fed 
by the native produce of the soil were preserved and laid u^xin those 
parts of the ground that were cultivated, and properly dug into it, 

id judiciously managed, oven barren fields could be rendered pro- 
[duotivei and not only for a time but oven for a |>erpetuity ; for the 
forage that was produced by those crops enabled him to sustain mure 
cattle, which, of course, afforded a greater quantity of mannre; 
and this oxtia manure, when conjoined with others that he found in 
the bonels of the earth itself in inexhaustible quantities, if Mended 
with the earth in a proper manner by labour under tho guidance of 
skill, tended still to add more and more to the fertility of the soil the 
longer it was continued ; so that thus he saw it was in his power to 
form at will, as it were, a new creation. He could not, indeed, add to 
the extent of his fields, but he could add to their productiveness from 
year to year, so as to make it keep pace with his population, whatever 
that might be ; allowing him atill to enjoy plenty to an inconceivable 
amount.' ' 



> 3d ed. p. 7 : 8th ed. p. 5. 

* R«crfntion4 in A',o'ifultvrf.. NeUurtU JTw^ory, ArU^ and Misceltatuous 
LUavUitre, 1801, vol iv. pp, 373, 374. 
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' Let not man, then,' says Anderson, ' complain of Heaven 
if ho stiffers want at any time/ Ho only requires ' to exert 
Iiimself in order to avoid that atHictive calamity ' : — 

'The melioration of the soil must ever be proportioned to the 
means that are made use of to augment its productiveness ; and this 
will ever depend upon the quantity of labour and manure that is 
judiciously bestowed upon it. I mean to say that no permanent or 
general molioratictn to any considerable eitent can ever be effected but 
by labour ; and that, under skilful management, the degree of melio- 
ration will bo proportioned to the labour that is bestowed upon the 
soil, and the attention that is paid to the proper use of manures, those 
especially which arise from the soil itself. Li other words, the pro- 
ductiveness of the soil will be proportioned to. the number of persons 
who are employed in active labour upon the soil, and the economy 
with which they conduct their operations.* * 

If althus was awaro of Anderson's opinion. When he pre- 
pared his second edition he had read AiKlorson's Calm 
Investigation of tfie CircuTnstancea which have led to tfie 
preaent Scarcity of Grain in Britain (1801), and found, as 
he says himself, that Anderson maintained * that every in- 
crease of population tends to increase relative plenty and 
vies versa.' Commenting on this, he remarks : — 

* When an accidental depopulation takes place in a country which 
was before populous and industrious, and in the habit of exiwrting 
com, if the remaining inhabitatit.s be left at liberty to exert, and do 
exert, their industry iu the same direction as before, it is a atmnge 
idea to entertain that they would then be unable to supply themselves 
with corn in the same plenty ; particularly as the diminished numbers 
would, of course, cultivate pnHcipally the more fertile parts of their 
territory, and not be obliged, as in their more populous state, to apply 
to ungrateful soils.' ^ 

In the last sentence of this passage Malthus introduces 
quite casually, and as a merely subsidiary argument, the 
theory that a smaller population has an mlvantage over a 
greater one in the fact that it need only cultivate the more 
ferule land. This theory is the ' law of diminishing returns' 
in a rudimentary form. Malthus little dreamt in 1803 that 

1 JUereaiioMt vol. iv. pji. .175, 376. 
* Sssay, ed od. p. 472 ; (ith ed. p. 380. 
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[in less than three-quarters of a century a casual arguiuunt 

ich ho iatrotliicefl with the word ' partii^ularly ' would have 

ime accepted, as the foundation of the ' Malthusian ' theory 

►pulation, to the entire exclusion of the geometrical and 

rneLical ratios on which he himself declared all his 

lipal conclusions to have been founded.^ 



Origin of the theory that Increasing Density of 
PopuUiiion is connected with Dinfiinishing Retwms 
to Ivduatry. * 

It must always have been known to every practical agri- 
turist that it does not *pay' to expend more than a 
amount of labour in the cultivation of a particular 
If asked why this is so, the ordinary agriculturist 
Id probably always have answered, * Because after a 
tin amount of labour has been oxpondod no more pro- 
is obtainable.' But this is because the practical agri- 
irist thinks only of the particular methods of cultivation 
ich he sees commonly practised around him^ By adopting 
lifTerent system of cultivation, it is generally the case that 
extra labour the produce might be somewhat increased. 
le scientiBc statement of the truth which underlies the 
>ad assertion of the a^iculturist is merely that, at any 
■ticular time, an increase of the labour employed on an 
^acre of land beyond a certain aiuount causes a diminution of 
the returns to the average unit of labour. 

Turgot put the matter very well in some remarks which 
he wrote on a prize essay submitted to him. He says : — 

' Granting to the writer of the essay that, where ordinary good 
cultivation prevails, tho annual advances bring in 350 to the hundred, 
it ia more than probable that if the advances were increased by degrees 
from this point up to that at which they would bring in nothing, each 
increment would bo Ie«9 and less fruitful In this case tho fertility of 
the earth would bo like a spring which is forced to bend by being loaded 
with a number of equal weights in succession. If the weight is light 
Mid the spring not very flexible, the effect of the first load might be 

* Above, p. 143. 

* A largo portion of thia oection has »lre«dy uppe&red In the Sconomvi 
Jcumal for Mu«h 1892. 
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almost nil. Wlieu the weight becomes sufficient to overcome the 
first resistance, the spring will be seen to yield perceptibly and 
bend ; but, when it has bent to a oertuin point, it will otfer great< 
resistance to the force brought to bear on it, and a weight which 
would have mode it bend an inch will no longer bead it more than 
half a line. This comparison in not perfectly exact ; but it is sulH- 
cient to show how, when the soil approaches near to returning all 
that it can produce, a very great expense may augment tho production 
very little 

* Seed thrown on a soil naturally fertile but totally uni>rei>arcd 
would be an advance almost entirely lost If it were once tilled the 
produce will be greater ; tilling it a second, a third time, might not 
merely double and triple, but qiuidruple or decuple the produce, which 
will thus augment in a much larger proportion than tho advaiicaij 
iiwrease, and that up to a certain point, at which the produce will bej 
as groat as possible compared with the advances. 

'Past this point, if the advances be still increased, the produce 
will still increase, but less, and always lu^s and less until the fecun- 
dity of tho earth being exhausted, and art unable to add anything^ 
further, on addition to the advances will add nothing whatever to the 
produce.' ' 

There is, of course, no reason to suppose that this passage 
had any influence on English political economy. The early i 
nineteenth-century English economists deduced their doc- 
trines, not from study of tho works of their predecessors, but 
from the actual experience of England during the war. 

About the year 1813 there wore two features in tlie 
economic condition of the country which could not fail to 
strike the most superticial observer — the high prices of com 
and the improvement and extension of cultivation. From 
1711 to 1794 neither the Ladyday nor the Michaelmas price 
of tho Winchester quarter of wheat at "Windsor had ever 
been more than 608. S^d. But at Michaelmas 1795 it was 
92s.; at Ladyday 1801 it was 177s.; and from Michaelmas 
1808 to Michoclrntis 1813 neither the Michaelmas nor the 
Ladyday price ever fell below 968.' The rise was not only 

' ObKrisUioti* Mur It tu^moire de J/, rfe i'^aint-Perairy tu faveur tU t'impM. 
uuilrtrt^ ronronn^ par ta Socitt^ royaU ({"ayriadturf dt Limofffn, writleii abonl 
170*1 1 in (KttvrtUt ed. Daire, vol. i. pp. 420, 421. Soe also p. 436. 

' See the tat>lc- of Wiudaor priccA in Tooke'a JiiMory qf PriCM, 1838, 
Tol. ii. pp. 388. tis9. 
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reat but progressive. The average of the yearly prices of 
rheat for the decade 1770-1 7T9 was 458.; for the decade 
1780-1 7.S9, 45b. 9d. ; for the decade 1790-1799, 558. lid. ; for 
the decade 1800-1809, 82s. 2d. ; and for the four years, 1810- 
1813, 106s. 2d.^ The improvement and extension of cultiva- 
tion is more difficult to represent in statistical form, but at 
the time it was obvious to every traveller. Not only were 
the reiiiainiug common Rolds divided and brought under the 
better cultivation of several property, but immense quantities 
of waste lands, such as the great heaths in a comer of which 
lk>umemouth has since grown up, were distributed in ' allot- 
ments * among the neighbouring proprietors, enclosed, and to 
a greater or less extent brouglit into cultivation. We have, 
unfortunately, no means of telling how much waste was in- 
dosed, to say nothing of how much was brought into culti- 
vation.^ We can. however, roughly compare the progress of 
the movement at one period with its progress during the 
preceding period by the variations in the number of Enclosure 
Acts. How closely the two things, the improvement and 
extension of agriculture and the price of com were con- 
nected will be seen by the diagram on the next page. When 
the price of com went up, up went also the number of 
Enclosure Acts. 

The com laws had, at any rate directly and immediately, 
very little to do with producing the high prices. The law 
of 1791 (31 Geo. iii. chap. 30) subjected foreign wheat to 
^what was called the * high ' duty of 24s. 3d. per quarter only 
'hen the English price was below 50s. When the Enghsh 
price was between 60.s. and 54s. the duty was 2s. 6d., and 
when it was over 54s. tJie duty was only 6d. Now ftom 1795 
to 1802 the price was usually much above 50s., and importa- 
tion consequently almost free. In 1804 the agricultural 

^ See the Ubl« in Porter's ProffreM qf the NatioHt 1S38, voL L pp. 
155. 156. 

^ It iii a great mistake to aMume that all the land that was encloaed waa 
>agbt into cultivatinu. The particular beathi referred to in tlic text are a 
in point, aa there ia no rcaaon to lappoae they were even temporarily 
Itivated. The end of the war and the coUapae of prices probably arrived 
[ore the preliniinjiry ■tope were accompH«hed. A few of the allotmenta 
ffof veTeral hundrvd aoroi oauh) were planted with Scotch lira, and all the 
rp«t long remained, as some of (hem itiU remain, much as they were in 

nou. 
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interest persuaded the lejjislatnro to raise the price limit 
Henceforward foreign wheat was made subject to the pro- 
hibitive duty whenever the English price was below 63s. 
(44 Qeo, in. chap. 109). This change, however, made no 
practical diflfcrence. The English price remained above the 
new limit, so that freedom of importation was no more inter- 
fered with than before. 

It was perhaps only natural that landlords and farmers 
should deduce from these facts the conclusion that free im- 
portation was no remedy for high prices, and that the high 
prices would eventually reduce themselves, by causing such 
an extension of cultivation that a full supply of food would 
be produced at home. They immediately did so, and ac- 
cordingly urged that in order ultimately to obtain low 
prices, or rather * steady and moderate ' prices,* all that was 
required was to maintain for the present the high prices.^ 
A select committee of the House of Commons, appointed to 
inquire into the com trade, gravely alleged in May 1813 
that prices had been low till 17G5 because till that time 
exportation was encouraged' and importation practically pro- 
hibited/ and that they had since been high because importa- 
tion had been encouraged and exportation restrained.^ Tlioy 
recommended, therefore, that until February 1814. the ' high 
duty ' of 24s. 3d. should be charged on imported wheat when- 
ever the home price was below 1058. 2d., and after that date 
it should be charged whenever the home price was not 33i 
per cent above the average price of the twenty years im- 
Imediately preceding." Sir Henry Pamell, the chairman of 



> Hcjxtri from the Select Commiltee appoifUed to inquire into the Cfom 
TraHe. 1S12-13, No. IS4 (toL liL pp. 479-530. in the House of Commons 
collectioD). p. 7. Thie K«port is reprinted in Hanaardt vol zxr., Appendix. 

' S«c Hansard, 1813-15, paatm, 

' By a beauty of Ss. when the price did not exceed 48a. 

* By a duty of 16s. when tbe price did not exceed 53s. 4d., and of 8s. 
when it was between 53s. 4d. ami SOs. 

* From 1765 to 1772, inclusive, temporary laws were psascd prohibiting 
ex])ortAtion and sUowing import&tion free of duty. In 1773, by 13 Geo. iii. 
chap. 43. tha bounty cesaed to be paid whenever the price was above 44s., 

^llifttesd of 4$s., and the ' high duty ' ceased to be charged on imports when- 
lAvcr the prtoo rose to 4Kb., iusleod of 53a. 4d. 

* Rrjtort (see note 1 above), p. 0. The lOds. 2(1. flxcd for 1813 was srrivod 
at by this method (i/ofwanf, Juno 15, 1813, p. 654). 
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the cornmittoo, in drawing att<?ntion to its report in the 
House of Commons on June 15, 1813, hegan by asserting in 
emphatic terms that 'it was not the oLject of the report of 
the committee to increase the profits of any particular sot 
of dealers, either of formers or of landlords.' ' Their affairs/ 
he added, 'had long been and still were in a very prosper- 
ous condition.' and they required no aid &om the legislature. 
The committee had, he declared, 

'been influenced by no other motive than that of a strong sense of 
the danger of continuing to depend upon our enemies for a sufficient 
supply of food, and of the impolicy of sending our money to improve 
other coautries, while we have so much of our own lands that stand 
in need of the same kind of improvement The whole object of • their 
report ia merely to prove the evils which belong to this system as it 
now exists, and to obtain such an alteration in the law as shall draw 
forth our own means into operation of growing more coni, by increasing 
the capital that is now vested in agriculture. If they succeed in this 
they will secure a greater production of grain, at the same time with 
diminished expenses in producing it, and at reduced prices to the 
consumer. For if the agricultural capital is considerably increased, 
its effects on the quantity produced and the exjiense of production, 
and also in lowering prices, will be just the same as when employed 
in manufactures. Every one knows how it operates in increasing the 
quantity of manufactures ; and that those who employ it in manu- 
factures can afford to sell them at very reduced prices, in consequence 
of the reduced expenses at which, with its help, they can make them. 
In the same way the farmer, by being able to render his land more 
productive in pn^portiou as he improves it, and at a small expense, 
aocordiiig as he makes use of good implements, will be able to afford 
to sell his corn at reduced prices ; and in this manner the increase of 
agricultnral capital will secure us a sufficiency of food independent of 
fureign supply, and at the same time at a reduced price to the con- 



sumer 
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Here we have a distinct denial of the law of diminish- 



mg returns. 



Nothing was QCcompUshed in the session of 1813, but 
before the next the energies of the landed interest were 
thoroughly roused by the fact that the end of the war 
was seen to be aj)proachiug. The stoutest advocates of the 
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theory that encouraging importation made com dear did not 
maintain that this was its immediate effect. Peace, it was 
argued, would bring great imports, prices would fall, farmers 
would be ruined, rents would be reduced or swept away, the 
extension of cultivation would cease, land lately reclaimed 
would return to a state of nature, and tlien prices would be 
again as high as ever. Tliese disasters must be prevented by 
a great restriction if not an entire prohibition of imports. 
Sir Henry ParnoU's supporters no longer repudiated the idea 
that they required aid from Parliament, but they still asked 
that it should be granted in the interest not of themselves but 
of the country in general. 

Malthus. though a protectionist himself, was not imposed 
upon by the protectionist argument that restriction of 
importation would eventually produce steady and moderate 
prices. In the Observatiayis on the effects of the Com Laws 
amd of a rise or fall in the Price of Corn on the agrictdtural 
and general wealth of ilie cowntry, which he published in 
the spring of 1S14 ^ and intended as an impartial exposition 
and comparison of the advantages and disadvantages of 
protection and free trade, he asserted strongly that the effect 
of restricting imports must necessarily bo to raise the price of 
corn.* To grow at home aU the com required would involve, 
he pointed out, 'a certain waste of the national resources 
by the employment of a greater quantity of capital than 
is necessary for procuring the quantity of com required.** 
This seems to imply that ho saw it would be easier, would 
involve less labour, for the population of England to buy 
some of their corn from abroad than to grow it all at home. 
Exactly why it should be easier he does not immediately 
explain, but he says, rather incidentally, later on, that the 
whole diffurence between the expense of raising com in 
England and in the com countries of Europe 

' does not by any means arise solely from taxatioxL A part of it, and 
I should think no inconsiderable part, is occasioned by the necesaity 
of yearly cultivating and improving more poor land to provide for the 
demands of un increaaing population ; which land must, of couise, 
tequire more labour and dressing and expense of all kinds in ita 



' Mfthbiu, Ground9<^fan Opinion, p. 1. 
» ?. 34. 
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culcivatiotL The growing price of corn, therefore, indei>end6nt1y of 

all taxation, is probably higher than in the rest of Europe ; and this 
circumstance not only increases the sacrifice that most be made for an 
inde{>endeut supply, but enhances the difficulty of framing a legislative 
proTision to secure it.'^ 

Durii^ tbc session of 1813-14 there were long and acri- 
monious debates in the House of Commons on a proposal of 
the ministry to impose a slidiug-scale duty of 24s, on the 
quarter of wheat when the home price was not more than 
64s., and one shilling less for every shilling by which the 
homo price exceedud 64s. till it reached S6s. Petitions 
against this proposal poured in from the towns, and its 
opponents demanded delay and further inquiry with such 
pertinacity that the ministry at last agreed to appoint a com- 
mittee, and the question was shelved for the year, so for as 
actual legislation was coooemed.^ 

The committee's report'' began with a eulogy of the ' very 
rapid and extensive progress * which had taken place in the 
last twenty years, and a suggestion that it would be an un- 
paralleled disaster if many of the improvements should be 
abandoned in an imtlnished state, from want of sufficient 
encouragement to continue them. The cause of these im- 
provements was in the judgment of the committee chiefly ' to 
bo traced to the increasing population and growing onulence 
of the United Kingdom ' : — 

' Bnt it is also not to be oonoealed that these causes, which they 
tnist will be of a permanent and progressive nature, hare been incident- 
ally but considerably aided by those events which during the contiou- 
anco of the war operated to check the importation of foreign com. 
The sudden removal of these impediments aeems to have created 
among the occupiers of land a certain degree of alarm which, if not 
allayed, would tend in the opinion of the witnesses . . . not only to 
prevent the enclosure and cultivation of great tracts of land still \yiag 
mta and unprodtictive, but also to counteract the spirit of improve- 
meat in other t^uarters, and to check its progress upon lands already 
under tillage/ * 

Doubtless thinking that this was sufficient to show that 

>Ppw40l41. ' B mmr d , voL «xvii. p. 1102. Jum 6, 1814. 

' Om f rtitfan ftfcHiiy to tke Own Lamm, ISlS^li ; No. 3S9. Is the Boom 
«| Ommaam eetteeliem vol UL pp. Ift$ .t42. « P. 4. 
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somothing must bo done in the way of maintaining the im- 
pediments to importation, the committee proceeded to con- 
sider ' the expense of cultivation including the rent.' Money 
rent, they said, had been doubled within twenty years. Other 
expenses of cultivation had also been doubled, and so they 
concluded that at least 808. per qtiarter was required to 
rcmuncrato the grower of British wheat. Some witnesses, 
they added, thought a much higher price would be necessary. 

*It may be proper to observe/ they remarked, *that these latter 
calculations appear in mo^^t instances to be furnished by witueascs 
whose attention and experience have been principally directed to dis- 
tricts consisting chiefly of cold clay or waste and inferior lands, on 
which wheat cannot be grown bat at an expense exceeding the 
average charge of its cultivation on bettor soils. On lands of this 
description, however, a very considerable proportion of whetit is now 
raised, and it appears by the evidonco that if such landa were with- 
drawn from tillage ihey would for many years be of very little use as 
pasture ; and that the loss from such a change, as well to the occu- 
pier as to the general stock of national subsistence, would be very 
great.' 1 

Either with the object of showing that the rise of prices 
had not been caused by the rise of rents, or m order to show 
that a great reduction of prices could not be met by a fall of 
rents, the committee collected evidence to show that the pro- 
portion which the rent bore to the whole produce had dimin- 
ished during the last twenty years, and now formed about a 
fourth or a fifth of the whole instead of a third.^ 

A committee of the Lords, appointed at the same time as 
the Commons' committee, followed much the same lines. 
They too collected evidonco to show that where high farming 
waa practised, and on poor lauds, the landlord received a 
smaller proportion of the produce. They too assumed that to 
interrupt what they called 'the progress of improvement'^ 
would bo ruinous. Two examples will suffice to illustrate the 
dril't of their investigation. 

A land surveyor was asked : — 



' P. & ' P- ^1 And Minuteaof Evidence, ptuaim. 

* Hpjittrt* Tfuptciing Oram and the Com L<tn'M, ISU-ld; No, 20 (in the 
HtfiiM of Couuuwua ooU«otiou, vol. v, pp, 1033-133&), |t. 69. 



REQTTTSTTE8 OF PR0DI7CT10N — m. LAND [ORAP. 7 

'What Las been the cnuse of the great iacreaae of enclosures of 
late jears t ' 

'The high price of corn.' 

* What has been the effect of that T ' 

'A great quantity of land has beeo cultivated that would not 
otherwise have been,' 

' Has the produce been increased or decreased t' 
' Increased very conaidembly. ' 

* If the prices were consicierably reduced, would the number of 
enclosures continue 1 * 

* Certainly not' 

* Has a great quantity of produce from farming land the effect of 
lowering or raising the price uf gtuin and butchers' meatl ' 

* Of lowering the price.' ' 

A Wiltshire landowner, with some experience as an 
i^iculturist, was asked : — 

* U wheat should be at 808. and other grains at a proportionate 
price, do you believe the farmers would continue in the cultivation of 
their land at the expense of the present uunia of culture 7 ' 

* Certainly not. I tliink loss wheat would bo sown and less money 
would bo expended m the cultivation of land,' 

* Would not those prices affect inferior soils much more than the 
superior quality of land ? * 

* Certainly, because the expenses are greater on inferior aoib/ 

' Would not the consequence of those prices then be that the 
formers in general would withdraw their capital from the cultivation 
of the inferior soils? ' 

* Certainly. "- 

Those reports wero widely road, and considering how 
distinctly they connect 'the progress of improvement/ the 
increase of the population and wealth of the comitry, with 
the cultivation of poorer soils and a diminishe<l propor- 
tion of the produce for the landlord, it would have been sur- 
prising if no economist had generalised from the twenty years 
under review, and declared that the increase of population 
and wealth always necessitates recourse to more expensive, 
or, what is the same thing, loss productive agricuU.nra 
More than one economist immediately did so. Edward West 
onimciated a general rule of diminishing returns at the 
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ver}' beginning of his Esaay on the Application of Capital 
to Land; xoith ohsm^^ationa shoxving the impolicy of any 
great restriction of the importaiion of com, and that Uie 
hfninty of 1688 did- not lower the price of it, which ho 
published early in 1815 : — 

* The chief object of this esaay is the publication of a principle in 
political economy which occurred to mo some years ago, and which 
I4>pears to me to solve mauy difficultiea in the science which I am at 
ft loss otherwise to explain. On reading lately the reports of the com 
committees, I found my opinion respecting the existence of this prin- 
ciple confirmed by many of the witnesAes whose evidence is there 
detailed. This oircunistance, and the importance of the principle to 
a correct undoratanding of many parts of the com question, have 
induced me to hazard this publication before the meeting of Parlin- 
meut . . . The principle is simply this that in the progress of the 
improvement of cultivation, the raising of rude produce becomes pro- 
greasively more expensive, or, in other wurds, the nitio of the net 
produce of land to its gross produce is continually diminishing.' ' 

Adam Smith, West explains, saw the principle ' that the 
quantity of work which can be done by the same number of 
hands increases in the progress of itnprovoinent comparatively 
less rapidly in agriculture than in manufactures/ ^ but did not 
8oe another principle which may retard or stop such improve- 
ment in agriculture, 'or even render the powers of labour 
actually less productive as cultivation advances': — 

'The additional principle to which I allude is that each equal 
additional quantity of work bestuwed on agriculture yields an actually 
diminished return, and, of course, if each equal additional quantity of 
work yields an actually diminished return, the whole of the work 
bestowed on agriculture in the progress of improvement yields an 
actually diminished proportionate return. Whereas it is obvious that 
an equal quantity of work will always fabricate the same quantity of 
manufactures 

' Consider the case of a new colony ; the first occupiers have their 
choice of the land, and of course cultivate the richest spots in the 
country : the next comers most take the second in quality, which 
will return leas to their labour, and so each successive additional set of 
cultivators must necessarily produce less than tlieir predecessors.' ^ 

> Pp. I, 2. ' l\ 6. So© WealfJt of Va/ionx, Bk. I. cb. i. p. 3 6. 

* Pp. 6-8. Compare with the accond pftragraph iVtaith ^f NatioM, Bk. t 
ch. jx. p. 42 a. 
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And throughout the general course of hLstory, when popu- 
lation increases, 

* Tlie additional work bestowed u|x>n land must be expended 
either in bringing fresh land into caltiTatioo, or in cultirating more 
highly that already in tillage. In every country the gradations be- 
tween the richest land aud the poorest mnst be innumerable. Tbo 
ncheAt land, or that moat conveniently situated for a market, or, in 
a wordy that which, on account of its situation and quality combined, 
produces the largest return to tlie expense bestowed on it, will of 
course be cultivated first, and when in the progress of improvement 
new land is brou^^ht into cultivation, recourse is necessarily had to 
poor land, or to that, at least, which is second in quality to what ia 
already cultivated. It is clear that the additional work bestowed in 
this case will bring a leas return than the work bestowed before. 
And the very fact that in the progroes of society new land is brought 
into cultivation, proves that additioual work caimot be bestowed with 
the same advantage as before on the old land. For 100 acres of the 
rich land will, of course, yield a larger return to the work of 10 men 
than 100 acres of inferior land will do, and if this same rich land 
would continue to yield the same proportionate return to the work of 
20 and 30 and 100 as it did to that of 10 labourers, the inferior land 
would never be cultivated at all.' * 

By 'work' West means the immediate effects of labour, 
as, for example, the ploup^bing of an acre of land in a certain 
way, or the digging of a ditch of a certain size. The question 
whether the returns to labour as well as the returns to work 
diminish is a further one : — 

* The quantity of work which can be done by a given number of 
hands is increased in the progress of improvement by means of the 
subdivision of labour aud machinery, even in agriculture. Such 
increase, then, of the quantity of work which can be performed by 
the same nnmber of hands in agriculture may either more than com- 
pensate, or just compensate, or fnll short of compensating, the diminu- 
tion of the return of the same quantity of work. Tn the first of which 
cases labour in agriculture would become absolutely more productive ; 
in the second would remain always equally productiTO ; in the last 
would become absolutely less productive.* * 

Here, instead of inquiring directly whether agricultural 
labour has become less or more productive in the course of 
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history — whether the labour of one man working on an 
average soil will now feed fewer or more persons than in pre- 
vious ages, West endeavours to settle the question by a de- 
duction from tho ' acknowledged fact that the prnfits nf stock 
are always lower in a rich than in a poor country, and that 
tliey gradually fall as a nation becomes more wealthy.' * He 
very hastily assumes that an increase in the productiveness 
of labour necessarily moans an increase of profits/ and from 
tliis he infers that tho increase in tho productiveness of manu- 
facturing industry would cause a rise of profits if the pro- 
ductiveness of agriculture did not decrease. As profits do not 
rise but fall, ho concludes that tho productiveness of agri- 
cultural industry diminishes more than enough to counter- 
balance the increase in the productiveness of manufacturing 
industry. Tho passage in which he recapitulates his pro- 
positions is noteworthy as containing probably the earliest 
instance in economic literature of the word * tend ' used in its 
more scientific sense.^ West himself italicises it : — 

*The division of labour and application of machinery render labour 
more and more productive in manufacturea, in the progress of improve- 
ment ; the same causes tend also to make labour more and more pro- 
ductive in agriculture in the progress of improvement. But another 
cauHu, namely, the necessity of having recourse to laud inferior to that 
already in tillago, or of cultivating tbo same laud more expensively, 
UncU to make labour in agriculture less productive in tho progress of 
improvement And tho latter cause more than counteracts the effects 
of machinery and the division of labour in agriculture.'* 

He adds that this conclusion which he has endeavoured 
' to prove theoretically ' = is supported by tho * commonly ob- 
served fact' which * appears in almost every page of the 
reports of tho com committees/ ° and in ' tho evidence of prac- 
tical men/^ that the ratio of the rent to the gross produce 
has boon diminishing in consequence of the introduction of 
more expensive methods of cultivation. 

ELis object in bringing out his pamphlet in time for the 

' p. 18. » I'. 14. 

* For thii acnso seo Whatcly, Jntrofluctory Ltcturei oh Poikical Kconomy, 
1831, .Id ed. 1847, pp. 231, S32, and J. S. Mill, SMayson tome UnsetiUd 
QueWtofw, pp. 161, 102. 

• P. 23. » F. 281 • P. 27. ' P. «a 
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parliamentary session was tx) prevent the adoption of wbat 
he considered an immoderately high protective price in the 
coming corn law.' If importation were totall}' abolished, 
he thought the price of wheat would immediately stand at 
something like 90s., as this was, in his opinion, about the 
price at which an amount of com sufficient for the existing 
population could be grown within the country, and this price 
would gradually rise as population increased, because ' the 
increased produce would be raised at a greater proportionate 
expense/ ' And if importation were prohibited whenever the 
home price was loss than 80s., the average price would never 
be below 80s. 

' For/ he says, ' it is the competition of the foreigner alone which 
could keep down wheat even to 80s. ; and when that competition 
were withdrawn, as it mnst be, as soon as the price fell below SOs., 
our price would again rise as far as that competition would permit, 
viz. to SOs. the quarter.' ■ 

It is impossible to read West's pamphlet without seeing 
that the form in which the 'law of diminishing returns' was 
subsequently taught, and the phraseology in which it was 
expressed, are far more due to him than is imagined by 
those who only know him as the subject of a civil reference 
in Ricardo's pre&ce. But for securing the ' law of diminish- 
ing returns * the prominent place which it has occupied in 
English poUtical economy, not West but Malthus and Riciu-do 
are responsible. While West was writing his essay, Malthus 
was engaged upon his Grounds of an opinion on the policy 
of rest/ricting the importatio^i of foreign corv^^ intended as an 
appendix fo ' Ohetrvaivyiis on the Com Laws* and also An. 
Inquiry info the Nature and Progress of Rent, and Uie prin-' 

> P. M. a p, 34, 

■ p. ai. Woat had no douht that * the whole wealth and comfort of the 
oommunity ia diminished, the oommand of each tDdiriduol over all the neoe^ 
■ari«i and luxuries, both domestic and foreign, lessened,* by ' the incrf 
expense of raising rude produce ' (p. 43), and that consequently, in priaclple, 
free importation ia the beet policy ; but he admitted that there were * nuny 
considerations, such as taxes, poor-rates, and the diatross of individuals 
arising from a rapid ahif ling of capital from one employment to another/ 
which ' would demand a much longer inquiry.' Taking them allinto account, 
his pcrsoaal opinion waa that 70s., or al the most 75a., would be a reosonabla 
limit of price for the importation of wheat (p, 55). 
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cijyl^s by which it U rcfjnlated, * The Grounds announced his 
definite adhesion to the protectionist side,' chiefly, or at any 
rate firstly, because the evidence taken by the corn com- 
mittees showed that protection was necessary to prevent a 
great loss of agricultural capital.^ Hero lie had no occasion 
to draw attention to the diminishing returns which he had 
noticed in his Observaiiona. It was, on the contrary, rather 
his cue to point out that the quantity of corn produced in the 
United Kingdom could be greatly increased without much 
diflSculty. After adopting this line, he went so far as to 
suggest that there was even a chance ' of a diminution in the 
real price of com owing to the extension of those great 
improvements, and that great economy and good manage- 
ment of labour of which we have such intelligent accounts 
&om Scotland.'* In a note, however, he explains that this 
would only be duo to a partial counteraction of a tendency 
towards diminishing returns : — 

' By the real growing price of com I mean the real quantity of 
labour and capital which has been employed to obtain the lost addi- 
tions which have been xnado to the national produce. In every rich 
and improving country there is a aataral and strong tendency to a 
constantly increasing price of raw produce, owing to the necessity of 
employing, progressively, land of an iiiferior quality. But this ten- 
dency may be partially counteracted by great improvements in culti- 
vation and economy of labour.' * 

For further treatment of the subject he refers his readers 
to the pamphlet on the Nature and Progress of Rent. This 
work contains the substance of some notes on rent which 
he had collected in the course of his duties at Haileybury, 
and which he had intended evontually^ to appear as part of a 

* These were pablished »t some time between Jan. 13 and Feb. 6, 1816 
(tee Kicardo, Xj€U€r$ to Malthus, ed. Booar, pp. 5G, 58). Rioardo'a ^ssay on 
lA« Injtucrm qf a Low Prift of Com, to be mentioned presently, wae pab- 
llflhed after Feb. 10 (Ricardo, Lttten to Malihm, p. CO) and before Jacob's 
LeltiT to WhiArtad, which is dated Feb. 25, had got through the presa (Ap> 
pendijc, p. 34). Arthur Young {Inquiry into the Rise of Prict$, Pamphleteer, 
voL vi, pp. 187, 188) speaiLB of Wusl's pamphlet as having preceded that of 
Rieardo, and Ricardo bhnficU, In the preface to hia Principles, aays it waa 
publiahed almost at the aame moment aa Malthu^'B ^Vcuur'e and Progreet ^f 
Rent, 

» P. 20. » P. 4. • P. 21. • P, 21, noto, 
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considerable book.^ He seems to have boon induced to pub- 
lish the tract at that piirticular uioment by a desire to lessen 
the odium into which high rents were falling among those whoJ 
wished for cheap bread. This dosiro, however, though it led 
him to insist strongly on the proposition that high rents are 
*one of tho most certain proofs of the prosperous condition of 
a country/ * did not prevent him from explaining that one of 
the conditions of their rise is ' the comparative scarcity of the 
most fertile land.' * Comparing the ' machinery of tho land ' 
with the machinery employed in manufactures, he says : — 

* The mochiitei) which produce corn oud raw materials . . . are 
the gifta of uaturo, not the works of moii ; and we find, by experi- 
ence, that those gifts have very different qualities and powers. The 
most fertile lands of a country, those which, like the best machinoTy 
in maDofacturea, yield the greatest products with the least labour and 
capital, are never found sufficient to supply the effective demand of on 
increasing population. The price of raw produce, therefore, naturally 
rises till it becomes sufficiently high to pay the cost of raising it with 
inferior machines and by a more expensive process ; and as there 
canuut be two prices for com of the same quality, all the other 
machines, the woAing of which requires less capital compared with 
the produce, must yield rents in pmportion to their goodness. 

' £very extensive country may thus be considered as possessing a 
gradation of machines for the production of corn and raw materials, 
including in this gradation not only all the various qualities of poor 
land, of which every largo territory has generally an abundance, but 
the inferior machinery which may bo said to be employed when good 
land b further and further forced for additional produce As the price 
of raw produce continues to rise, these inferior machines are succes- 
sively called into action ; and as the price of raw produce continues to 
fall, they are successively thrown out of action.'* 

So ' tho high price ' of raw produce which enables it to 
yield a largo rent in rich and prosperous countries is due to 
the diminution of returns : — 

' I have no hesitation in stating that independently of irregulari- 
ties in the currency of a country, and other temporary and accidental, 
circumstances, the cause of tho hi^^h comparative money price of com 
is its high comparative real price, or the greater quantity of capital 



' 8('fl the * advartiBamcnt* or prefaoo. 
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and labotir wliicb must be employed to produce it ; and that the 
reason why the real price of com \s higher and continually rising in 
countries which are already rich and Btill advnnciDg in i>roH|>erity and 
- population is to be found in the neccsaity of resorting constantly to 
poorer land — to machines which require a greater expenditure to work 
them — and which consequently occasion each fresh addition to the raw 
prodaee of the country to bo purchased at a greater cost, — in short, it 
is to be found in the important truth that com, in a pro^regxive 
country^ is sold at the price necesAury to yield the actual supply ; 
and that 08 this supply bocomee more and more difhcult, the price 
rises in pro[x>rtion.' ^ 

Improved methods of cultivation may retard for a time, 
but camaot permanently hold in check, the diminution of 

returns : — 

'With regard to improvements in agriculture which in simiUr 
soils is [jru-] the great cauae which retards the advance of price com- 
pared with the advance of produce, although they are sometimes very 
powerful, they are rarely found sufficient to balance the necessity of 
applying to poorer land or inferior machines. In this respect, raw 
produce is essentially different from manufactures. 

'The real price of manufactures, the quantity of labour and capital 
nece&iary to produce a given quantity of them, is almost constantly 
diminishing ; whDe the quantity of labour and capital neceaaary to 
pnicuro the last addition that has been made to the raw produce of a 
rich and advancing country is almost constantly increasing. We see, 
in consequence, that in spite of continued improvements in agricul- 
ture the money price of com is ccettris paribut the hi^he.^t in the 
richest countries, while in spite of this high price of com, and conse- 
quent high price of labour, the money price of manufactures still 
continues lower than in poorer countriea'' 

When Malthus's pamphlets reached Ricardo, instead of 
making him a protectionist, they convinced him, ho says, 
*of the policy of leaving the importation of com unrestricted 
by law/ 3 

This statement, however, is only to be understood as an 
ironical, though quite good-humoured, compliment to an 
opponent There is no reason to doubt that Ricardo had 

'Pp. 40, 41. » p. 46. 

' Enitay ati the Infiuenft qfa Low Price (^Chm, IstroductioD ; in Wcrt»t 
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Always been a convinced free-trader. For a long time he 
had been endeavouring in conversation and correspondence 
to persuade Malthus that restrictions on the iinportation of 
com tend to lower the rate of interest. Of one of his efforts 
in this direction he wrote on 26th Juno 1814: — 

* This is a repetition, you will say, of the old story, and I might 
have spared you the trouble of reading at 200 miles distance what I 
had so often stated to you as my opinion before ; bat you have set 
me off, and must now abide the consequences. I never was more 
convinced of any proposition in political economy than that restric- 
tions on importation of oom in an importing country have a tendency 
to lower profits.' * 

He probably began with the simple belief, common enough 
among the commercial class of his time, that restrictions on 
importation raised the price of food, that the price of food 
regulated the wages of labour, and that cheap labour was 
necessary for high profits.* From this point he seems to 
have been gradually advancing. On 30th August 1814, 
he remarked that the report of the Lords' Committee 
* discloses some important facts.' ' On October 23, he began 
to connect profits directly with the causes of high or low 
price of food, as well as indirectly through the medium of 
the cost of labour : — 

'A rise in the pnoe of raw produce may be occasioned by a gradual 
accumulation of capital, which, by creating new demands for labour, 
may give a stimulus to population and consequently promote the 
cultivation or improvement of inferior lands ; but this will not cause 
profits to rise but to fall, because not only will the rate of wages rise, 
but more labourers will be cmi>loyed without a proportional return 
of raw produce. The whole value of the wages paid will bo greater 
compared with the whole value of the raw produce obtained.'^ 

On December 18, he expressed the same theory in more 
emphatic terms : — 

'Accumulation of capital has a tendency to lower profits. WTjyt 
Because every accumulation is attended with increased difljculty in 
obtaining food, unless it is accompanied with improvementa la 



' LtlUr$ to AfallhuA, ed. Donar, p. 35. 
' See the whole of the letter jtut quoted. 
* iMUn to Maithxu, p. 42. 



«/^^rf.,pp. 47, 48- 
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agiicultnre; in which case it has no tendency' to diminish profits. 
If there were no incraaaed difficulty, profits would never fall, because 
there are no other limits to the profitable production of manufactures 
but the rise of wages. If with every accumulation of capital wo 
could tack a piece of freah fertile land to our island, profita would 
never fall.'* 

When he read Malthus's Natv/re arid Progrega of Rent, the 
whole subject seemed to become clearer to him, and in the 
course of a few weeks* he wrote and published An Essay on 
the Influence of a Low Price of Com on the Profits of Stock, 
showiTuj the ineacpediency of refstrictiona on vrrvportution : 
•iviih remarks on Mr. Malthu^*8 two last puhlicatioTis/ An 
inqvA/ry into the nature and progress of rent ' aiid ' The 
grounds of an opinion on the policy of restricting the 
importation of foreign com,' in which, by way of proving his 
contention that restrictions would tend to lower the rate of 
profit, he enunciated a complete theory of the changes which 
take place in the distribution of the whole produce between 
rent, profit, and wages, as a country progresses in wealth 
and population. This theory was based on the very pro- 
positions already put forward in West's pamphlet,* namely, 
(1) that increasing density of population tends to force 
recourse to inferior land and more expensive methods 
of cultivation, and thus to diminLsh the productiveness of 
agricultural industry ; (2) that it would always actually force 
recourse to poorer land and more expensive cultivation, and 
thus actually diminish the productiveness of agricultural 
industry if there were no improvements in agriculture ; and 
(3) that, as a general rule, or in the long run, in spite of the 
improvements which take place in agriculture, it docs actually 
force recourse to poorer land and more expensive cultivation, 
and thus actually diminish the productiveness of agricultural 
industry. In order to prove Ricardo's practical proposition 
that restrictions would diminish profits, the third part of the 
theory was unnecessary, since there was no reason to suppose 
that fewer improvements in agriculture or labour-saving 

' Evidently Ricrvrdo nseB the word tendency In iU popnUr sense. 

• LtitfTB to Matthus, p. 52. ' See above, p. 161, note, 

* When he wrote hii Low Price, Ricardo had not w«u Wwt's paniphlct 
iL€ti€r9 to Malthw, p. 63). 
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devices would be inveDted if com was cheap than if it waff' 

doar, so that if any one had said that improveinonts would 

not only temporarily but permanently prevent a fall in the 

nxluctiveness of agriculture, Ricordo could have retorted : 

That may be so, but if there were no restrictions the same 

improvements woidd have been made, and would have caused 

a rise in the productiveness of agriculture instead of only 

preventinpr a fall. But there is no doubt whatever that 

Bicardo, like West and Malthus. believed that the returns to 

. agricultural industry do actually dijninish in the course of 

^Ltistory in spite of all improvements. He says : — 

^H ' Tlio causes which render the acquisition of an additional quantity 

^v<of com int>ru tlilUcult are, in progressive couiitrieSf in constant operation, 

whikt marked improvemeDts in agriculture or in the implements of 

bnafauidry are of leas frequent occurrence. If these opposite causes 

aclad witli equal effect, com would be subject only to accidental 

vamtiaii of price arising from bad seasons, from greater or leas real 

^■inigvs of UbouFf or from an alteration in the value of the precious 

^nieUU, proceeding from their abundance or scarcity.' > 

I Obviously thiu implies that improvements in agricultiire 
do not actually in the long run prevent the difficulty of pro- 
ducing com from increasing, though they prevent it from 
increasing oa fast as it would do in their absenca 
hfulthus and Ricardo had long arguments in private as to 
Lho thoory of prolits advjiuced in the Ensay on tke Infiueneo 
of a Lmv Price of Ctyrn^^ but the discussion does not seem to 
huvo lod cither of them to modify their opinion that the 
diminution of returns is a general rule liable only to tem- 
)rary oxcoptious. Ricardo in hia Principles constantly 
nplios tluit it in so,' and says explicitly, ' With every increase 
f capital and population, food will generally rise, on account 
of it-s being more difficult to produce/* Malthus in his 
political Kcoiuyniy does indeed coiitpbiin that Ricardo had 

' iiaver Imd any Hrtas U|K)n the intlnenco of pennanent improve- 
moikls in agriculture on the profits of stock, altliough it is one of the 

* IKorK «1. M*CtiUooli, p. »?7, note. * leiim to Maith-H*, passim. 

' hv niAklof th« diniiniitlon of rstaroi the onlycAuse of the pemuuieDt 
tt Ml t>nmU. flee etpwiftUy lit od. pp. 01. 142, 228, 220 ; 3d ed. to IToric. 
Ml. 7U. iUft. « 3d ed. in Workt, p. 241. 
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most important considerations in the whole compass of political 
economy, aa such improvements unquestionably open the largest 
arena for the employment of capital without a diminution of profits.'^ 

But ho doos not seom to think that oven in the most 
favourable circumstances such improvements could prevent 
returns from diminishing for more than a limited, though 
possibly long period, such as ' himdreds of years,' * and in 
another place he says outright 

'The cost of producing corn and labour continually increases from 
inevitable pfayaical cauHes, while the cost of producing manufactures 
and articloa of commerce sometimes diminishes, sumotimes remains 
Btutionary, and at all events increases much slower than the cost of 
pnxlncing com and labour.'* 

By 1822, however, Ricardo seems to have been rather 
more inclined to leave the question open. In his pamphlet 
On Protection to Agriculture, he says : — 

' Id the progress of society there are two opposite causes operating 
on the value of com ; one, the increase of population and the necessity 
of cultivating, at an increased charge, land of an inferior quality, 
which always occasions a rise in the value of com ; the other, improve- 
ments in agriculture or the diiicovery of new and abundant foreign 
markets, which always tend to lower the value. Sometimes one pre- 
dominates, sometimes the other, and the value of com risea or falls 
Accordingly.' * 

Yet when Attwood made a long attack upon his theory 
in the House of Commons, and msisted that the returns to 
agricultural industry do not diminish but incrooso with tho 
actual historical progress of society, Ricardo did not admit 
the fact and explain, as many of his followers would have 
done at a later period, that it was not incompatible with a 
'tendency' to diminishing returns.^ 

Shortly after tho publication of Ricardo's Essay on the 
tjnfiuence of a Low Price of Com, Torrens brought out An 
Essay on the Ext^irrud Com Trade ; containing an inquiry 
into the general principles of that important Irranch of traffic: 



' Poiiii^^t S^onMny, Ut cd. p. .331. * V, 332. 

' r 300, rp. pp. 166 note, 313. 370. * H'orkM, p. 476. 

» navMHTii, vol. vii. p. 392 ff.. May 7. 1822. 
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an exaTninaiion of ike exceptioTia to which these principles 
are liahle ; wnd a eampa/rative statement of the effects which 
restrictiona on importation and free intercowrse are cal- 
culated to produce upon aubsi^tence, agriculture, cominerce, 
and revenue. This work, which, though as longwinded as its 
title, quite deserves the praise awarded to it by Hicardo,^ 
affords another example of the way in which circumstances 
had impressed the idea of dimixushing returns upon the 
minds of the economists of the time. For Torrens also, 
writing before he had seen Malthus's Grounds of an opinion 
and Nattx/re and Brogress of Rent, or West*s Application of 
Capital, or Ricardo's InfiueTice of a Low Price of Gom^ 
opposed restriction of imports on the ground that it must 
cause a diminution of relums by forcing the cultivation of 
inferior land : — 

'Every restriction/ he says, 'on the import trade in com which 
forces into cultivation land of inferior quality, not only deprives the 
particular portions of labour and capital thns turned upon the soil of 
their most beneficial employment, but, by increasing the natural price 
of com^ lowers universally the productive powers of labour and capital, 
and gives a general check to the prosperity of the country.' > 



§ 5. Later history of ike theory that Increasing Density of 
Fopidatian is connected with Diminishiiig Retwms 
to industry. 

The later history of the subject has to do mainly with the 
gradual substitution of a pseudo-scientiiic law of a 'tendency' 
to diminishing returns for the rough general rule of diminish- 
ing returns rashly deduced from experience during the 
great war. 

In the Essay 07i the Com Trade, Torrens had scarcely 
committed himself to the tlieory that the diminution of 
returns is a general rule, but in his later work, the Essay on 

' ' Amoug the most able of the publicatiuus on the impolicy of restricting 
Uifl importation of corn may be claused Major Torrent's Eumj/ an iht Exttmai 
Com Trade Hia argumeati appear to me to be iiii&usirered, and to be on- 
AJiBwcrable.' — Ricardo, iVorki, p. 164, note 

' ia^ay on the Com Trade, :ij ed., ISU9, Preface, p. ix. 

" /tid.liteJ. pp. 73.74. 
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ike FrodiicUon of Wealth^ (1S21), he teaches it without 
hesitation.' James Mill again and again speaks of an actual 
diminution of returns as if it were not only a general rule, 
but an invariable rule, except in cases where colonists from 
civilised countries 'have the power of cultivating without 
limit the most productive species of land.' ■ To inventions 
and discoveries he gives no attention. 

M'Culloch states the general rule in his usual clear and 
emphatic tone. In the earlier periods of a nation's progress, 
he tells us, 'when population is comparatively limited, it 
being only necessary to cultivate the best lands, industry is 
comparatively productive/ * 

' In mauutactures the worst machinery is first set in motion, and 
every day its powers are improved by new inventions ; and it ia 
rendered capable of yielding a greater amount of produce with the 
same expense. . . . 

' In agriculture, on the contrary, the best machines, that is, the 
best 9oilsj are first brought under cultivation, and recourse is afterwards 
had to inferior soils, requiring a greater expenditure of capital and 
labour to produce the same supplies. The improvements in the con- 
struction of farming implements and meliorations in agricultural 
management, which occasionally occur in the progress of society, 
really reduce the price of raw produce, and, by making less capital 
yield the same supplies, have a tendency to reduce rent. But the 
fall of price, which is permanent in manufactures, is only temporary 
m agricullHrt.' ^ 

' From tlie operation of fixed and permanent causes, the increasing 
sterility of the soil must, in the long run, overmatch the increasing 
power of machinery and the improvements of agriculture.' ° 

The belief that the increase of population, in spite of all 
improvements, in the long run necessitates the employment 
of a laiger and over larger proportion of the labour of the 
world in the production of the prime necessaries of life, 
practically implies that as population increases, mankind 
become poorer and poorer, imless the diminishing productivo- 

' With an appendix in whirl the principles o/poiiUcal ccotiomy are applitd 
to iht actual circMinxtance* of tfM country. 

* Pp. 115 fil, 144 ff., far too loog-wintlod to quote. 

' Si«mcnt4t wp. Ivt vd. p, 41 ; 3d ed. p, oo. See the sc'vtioDB oa rent, 
vagw« uid profit*, pauim, * Principltt, lb2j, p. 205. 

• ibid,, pp. 277, 278. • iWrf.. p. 383. 
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to assent to this now doctrine. Malthus declined. As tx> 
the post, he said, • when you state as a fact» that food kae 
generally increased faster than population, I am unable to 
go along with you.' * As to the future, he said it was obvious 
that some retardation of the growth of population is 
inevitable, and he questioned whether ' we are entitled from 
past experience to expect that this will take place without 
some diminution of corn wages and some increased difficulty 
of maintaining a family/- But he showed some desiro to 
escape from the exact question at issue : — 

*Tlie main i*art of the question with me/ he wrote, 'relates to 
the cause of the continued poverty and misery of the labouring classes 
of society in all old states. This surely cannot be attributed to the 
tendency of food to increase faster than population. It may be to 
the tendency of population to increase faster than food.'^ 

And Senior was perhaps justified in declaring that the 
controversy had ended in agreement 

This discussion, with its absurd metaphors about * popula- 
tion pressing against food/* and being ' ready to start off/* was 
a complete anachronism in leaving the question of diminish- 
ing returns and going back to the old vague comparisons of 
the increase of jx^pulation and the increase of food. The first 
writer of eminence who definitely attacked the belief that 
the returns to agricultural industry have generally diminished, 
and contlinie to diminish, in consequence of the increase of 
population, was Dr. Chalmers, 

One of the most plausible reasons for believing in the 
general rule of diminishing returns is the argument that the 
very fact that cultivation is extended to land inferior in point 
of situation or fertility to that already in use, shows that the 
productiveness of agricultural industry has declined. Labour 
on thu new land, it is said, is of course less productive than 
labour on the old, and therefore the returns to the least pro- 
ductive agricultural industry must have diminished. Ricarflo 
himself argued thus. 'The lands/ he says, ' wliich are now 
taken into cuLtivation are much inferior to the lands in 
cultivation throe centuries ago, and therefore the dilliculty of 

^ CorTMpoudenoe Jn Sonior, Ltctvirts on Populaiion^ p. 66. 

« md., p. 70. " /All/., p. 72. * Ihul.^ p, 76, • Ibid,, p. 6J. 
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production is increased.' * But this is a fallacy. Labour on 
the new land is not so productive now as labour on the old 
land is now, but before a decline in the productiveness of 
industry or diminution of returns can be proved, it must be 
shown that labour on the new land is less productive than 
labour on the old land was at an antecedent period. Malthus 
had seen this and pointed it out in the later editions of his 
Easay? and West also had explained it in his pamphlet on 
the Price of Ci/ni and Wages of Labour* (1826), but as 
Malthus looked on the case as a merely temporary pheno- 
menon, and West thought it had not actually occurred, it 
was reserved for Dr. Chalmers to promulgate the more cheer- 
fill theory. He did so in his usual turgid style. At the very 
beginning of lus Poliiicul Ec<mom.y in couTiexion with the 
'Tnoral state and r/wral 'prospects of society (1832), after remark- 
ing that a commanding position * has been recently gained in 
Political Economy/ in respect especially of ' that department 
where the theory of wealth comes into contact with the 
theory of population, and where the two, therefore, might be 
examined in connexion,' he proceeds : — 

' The doctrine or discovery to which we refer, is that promulgated 
some years ago, and both [tie] at the same time by Sir Edward West 
and Mr. ATalthus. It respecta the land last entered upon for the pur- 
pose of cultivation, and [sic] which yields no rent. . . . The imagina- 
tion is that the land of greatest fertility was first occupied. . . . After 
all the first rate land hnd been occupied, an increasing population 
flowed over, as it were, on the second rate land, which, in virtue of 
its inferior quality, yielded a scantier return for the same labour. . . . 
In filling up this sketch or histoire rauonnee of the conjunct process 
of culture and population, economists have given in to certain con- 
ceptions which require to be modified. They somDtimos describe the 
process as if at each successive descent to an inferior soil the comfort 
and circumstances of the human race nndorwent deterioration. . . . 
Agreeably to this imagination, even economists and calculators have 
by a reverse process found their way to a golden age at the outset of 
the world — ^when men reposed in the lap of abundance ; and with no 
other fatigue than that of a slight and superficial operation on a soil 

^ PrincipleB, lit ed. pp. 289. 290 ; Works, p. 130. TbeBtatemont, itmAy 
be u well to say, is in a tabordinato olaose, beginning with ' although.' It 
IB treated a« If it were a matter of common knowledge. 

> 5th ed., 1817, vol. ii. pp. 435, 43ti ; 8th ed. p. 34a ■ Pp. 45, 46. 
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of first raU) quality, richly partook in the bonnties of nature. ... At 
each new stretch of cultivation, a more ungratefnl Roil haa to be 
encountered, on which it is thought that men are more strenuously 
worked and more scantily subsisted than before : till, at the extreme 
limit of this progression, a life of utmost toil and utmost penury is 
looked to as the inevitable doom that awaits the working classes of 
society. 

' Now, generally speaking, this is not accordant with historical 
truth.' » 

The working classes, he points out, have not. as a matter 
of fact, throughout the viirious countries of the world under- 
Jgone a perpetual deterioration in material welfare. ' VVe 
should rather say that there had been a general march and 
elevation in the style of their enjoyments.' * Men/ he says, 
' have been at a loss to reconcile the descent of labourers 
among the inferior soils with the undoubted rise which has 
taken place in their circumstances or in the average standard 
of their comfort'* The matter can, however, easily be 
explained. 

*for as the fresh soils that had to be successively entered on 
became more intractable, the same amount of labour, by the inter- 
^Tention of tools and instruments of husbandry, may have become 
greatly more effective. The same labour which, by a direct manual 
operation, could raise a given quantity of subsistence from soil of the 
first quality, might with our present implements of agriculture raise 
as much from soil of the lotit quality that has been entered on/' 

Chalmers's demonstration of the fact that the extension of 
cultivation does not necessarily imply an actual decrease in 
the productiveness of agricultural industr}% and his state- 
'inent that, speaking generally, a deterioration of the labourer's 
condition is not an historical fact, seem to have excited no 
attention. In 1833, Mountifort Longfield, lecturing at Dublin, 
could still, after considering the eflect of improvements, say 
with truth — 

* On the whole, however, it is generally supposed that the march 
of population is more certain and constant than that of improvement, 
and must ouUtrip it in the long run, and therefore that there must 



Uiap. i. H 2-6. 



* Chftp. i 1 6. 



* Chap. i. 17. 
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be a constant tendency to decrease in the productive powers of 
agricoltural labour/ ^ 

The first protest which made itself heard came from the 
other side of the Atlantic. Patriotic Americans in the first 
half of the nineteenth century were not likely to accept 
without demur the genondisations made in England during 
the great war. H. C. Carey, the first part of whose Political 
Economy was published at Philadelphia in 1837 and the 
third in 1840, ufterod a vigorous opposition to the gloomy 
Maltho-Ricardian theory. Over*population> he admitted, was 
possible at some future period, but so far, he said, experience 
showed increases of population to be always favourable to the 
productiveness of industry. The wars and pestilences and 
other positive checks to the growth of population to which 
Malthus had ascribefl a certain beneficence were regarded by 
Carey as wholly evil. - He went too far in his belief in the 
advantages of a large and growing population, but he was 
right in denying Hatly that the returns to agricultural in- 
dustry have diminished in the past 'Quoting James Mill's 
statement that ' if capital had increased faster than popula- 
tion * ' wages must have risen,' he retorts, ' Wages have 
risen.* ' * Any given quantity of labour,' he says, * will now 
command a much larger quantity of food than at any former 
time, and the tendency is to a constant increase ' : — 

' It is entirely impossible to read any book treating of the people 
of England of past times, without being struck with the extraordinary 
improvement of the means of living — with the increased facility of 
obtaining food, clothing, and shelter, and with the improved quality 
of all — enabling the common labourer now to indulge in numerous 
luxuries that in former times were uukuowu to people who might be 
deemed wealthy.'* 

To illustrate the actual increase of the productiveness ot 
ftcricullural industry, he quotes statistics taken from Eden's 
History of the Poor, vol. i. pp. 45-48 :— 

'In 1389, in securing the crop of com from two hundred acres, 

1 Ltctures on Political Eronomy, 1S34, p. 181. 
» Political Economii, pt, iii. p. 91. 

> lU(Lt pt. ill pp. 60, 70; James Mill, KltmenUt lat ed. p. 29; 3d ed. 
p, 4fi, * Poiitical Ecofwmff, pt. 01. p. 70. 
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thero were employed 250 reapers and thatcliers on one day and 200 
on another. On another day in the same year 212 were hired for one 
day to cut and tie up 13 acres of wheat and i)ne acre of oat& At that 
time 12 bushels to an acre were considered on average orop^ so that 
212 persons were employed to harvest 1G8 bushels of grain, an 
operation which could be accomplished with ease in our time by 
half-a-dozen persons.' ' 

J. S. Mill's teaching as to the relation between increase of 
population and the productiveness of agricultural industry is 
by no means consistent. He lived into more prosperous times, 
but he was never able to shako off completely the eflfects of 
the gloomy theories of the second decade of the century 
with which his father had indoctrinated him. 

He believed * the general law of diminishing return from 
land'* to be of immense importance,^ and devoted a good 
deal of space to its exposition in the chapter of his PriTiciples 
which he headed * Of the Law of the Increase of Production 
from Land,' * He begins by saying that it is evident that the 
quantity of produce capable of being raised on any given 
piece of land is not indefinite. Had he proceeded to say that 
it is evident that the quantity of produce which can be 
raised at any given time from any given piece of land con- 
sistently with the attainment of the highest productiveness 
of industry possible at that time is also not indefinite, it 
is probable that * the law of diminishing returns * would 
have soon ceased to be a familiar tenn in economic text- 
books. But he was not able to get rid of the pseudo- 
historical characteristics of the ' law ' as taught by his 
predecessors. After a few remarks on the importance of 
the subject and the error of believing that its consideration 
may be postponed to a remote future, he states the law 
thus:— 

' After a oertain, and not very advanced, stage in the progress of 

^ PoiUical Economy, pt. i. p. JjS. 

■ PriiicipUs, Bk. I. ch. lii. g 2, Ist ed. vol. i. p. 216 ; People's ed. p. 
illb. 

' Ibid., lit ed. Tol. i. p. 212 ; People's ed. p. 109 fr. * Thii generml bw of 

igrioultur&l industry ib the most important pro}>oaition in political economy. 
\Vcre the Uw different, nearly all the phonomcua of the {iroduction and dU- 
Iribnlion of wealth would be other than they are^' 
* tik. 1. ch. xii. 
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agriculture ; as aoou, in fact, as men hare applied themselves to culti- 
vation with any energy, and have brought to it any tolerable toola ; 
from that time it is the law of production from the land that in a given 
state of agricultural skill and knowledge^ by increasing the labour the 
produce is not increased in an equal degree ; doubling the labour does 
nut double the produce ; or, to express the same thing in other worda, 
every increase uf produce is obtained by a more than proportional 
increase in the application of labour to the land.'^ 

' In any given state of agricultural skill and knowledge ' 
is really exactly the same as ' at any one time,' since agricul- 
tural skill and knowledge, like all other skill and knowledge, 
are never stationary. Taking it in this sense, Mill's law would 
be a real law if it were not for the necessary proviso that it 
is only true when a certain stage in the progress of agri- 
culture has been reached, so that there is a period when, to 
use a common phrase, it ' has not yet come into operation/ 
This deprives it of that universality wliich characterises a 
real law. The law of gravitation, for instance, is always 
true and always ' in operation '; it does not ' begin to operate ' 
only when the stalk of the apple gives way. 

Not content with postponing the enforcement of his law 
to a somewhat vaguely fixed date. Mill proceeds to ' limit ' 
it-. 

'The principle,' he says, 'which has now been stated must be 
received, no doubt, with certain explanations and limitations. Even 
after the land is so highly cultivated that the mere application of addi- 
tional labour, or of an additional amount of ordinary dressing, would 
yield no return proportioned to the expense, it may still happen that 
the application of a much greater additional labour and capital to 
improving the soil itself, by draining or permanent manures, would be 
as liberally remunerated by the produce as any portion of the labour 
and capital already employed,'' 

In a case like this, he says, * the general law of diminishing 
return from land would have xmdergone/ to a certain extent, 
* a temporary supersession/ When population had sufficiently 
increased, * the general law would resume its course, and the 



^ 1b( ed. vol. i. p. 212 ; Bk. X. ch. xii. S 2. The words from * as soon* to 
'from that time ' w«re aftorwards omitted ; People's ed. p. 109. 
* Bk. I. ulu xu.§2, lit Ad. voL i. p. 215; iVopI«'s ed. p. lUo. 
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iurtlier ancrmentation would be obtained at a more than 
proportionate oxpenso of labour and cupitaL* 

But even this is not all. Even when the law has once 
come into operation, and while it is not undergoing a tem- 
porary supersession, there is an * agency * ' in habitual anta- 
gonism' which is 'capable for a time of making head* 
against it, and this is ' no other than the progress of civilisa- 
tion/ which is explained to mean much what previous writers 
had called ' improvements ' : — 

* That the produce of land increases, cfHeris panhvs, in a diminish- 
ing ratio to the increase in the hbonr employed is, as we have said 
(allowing for occasional and temporary exceptions), the universal law 
of agricultural industry. This principle, however, has been denied, 
and experience confidently appealed to in proof that the returns from 
land are not leas but greater, in an advanced, than in au early, stage of 
coltivation — when much capital, than when little, ia applied to agricul- 
ture. So much so, indeed, that (it is affirmed) the worst land now in 
cultivation produces as much food per acre, and even ns much to n 
given amount of labour, as our ancestors contrived to extract from the 
richest soils in England 

' It is very possible that this may be true ; and even if not true 
to the letter, to a great extent it certainly is sa Unquestionably a 
much smaller proportion of the population is now occupied in pro- 
ducing food for the whole, than in the early times of our history. 
This, however, does not prove that the law of which we have been 
speaking does not exist, but only that there is some antagonizing 
principle at work capable for a time of making head against the law. 
Such an agency there is in habitual antagonism to the law of 
dimiuuhing return from land ; . . . It is no other than the progress 
of civilisation.'^ 

If we knew nothing of the previous history of the question 
we should be at a loss to conceive why Mill should be at the 
trouble of developing a law which 

(1) does not come into operation at a very early date in 

the history of society ; 

(2) is liable to temporary supersessions; and 

(3) has been made head against by an antagonizing prin- 
ciple, namely, the progress of civilisation, througliout 
the whole known history of Enghmd. 

' lit cd. Bk. I. ch. xii. § 3, vol. L p. 217. Superseded by a dlacnuion of 
Oarey'i views in later editiouB, People'^ ed. pp. 111-113. 
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If Lho returns tti ajcrricultural industry do not diminish 
either before or after history begins, why construct a law 
of 'diminishing returns/ why treat the whole period over 
which the history of England extends as ' a time ' ? The 
explanation is, of course, that when Mill expounded the law 
there were ' two antagonizing principles ' at work in his mind, 
on the one hand, his early impressions derived from economists 
who believed that returns do, as a general rule, diminish ; and, 
on the other hand, a recognition of the fact that as a general 
rule they increase. In one place he tells us that ' in Europe 
five hundred years ago, though so thinly peopled In com- 
parison to the present population, it is probable that the 
worst land under the plough was, from the rude state of 
^riculture, quite as unproductive as the worst land now 
cultivated ; * * in another he says that — 

* In a society which is odvanciug in wealth, population generally 
increasoa faster than agricultural »kill, and food consequently tends 
to become more coetly ; but there are times when a strong impulse 
sets in towards agricnltuml improvement. Such an impulse has 
shown itself in Great Britain during the last fifteen or twenty 
years/' 

Perusal of Carey's Principles of Social Science did not 
clarify his ideas. Referring to Carey's theory that cultivation 
begins with the most infertile and proceeds gradually to the 
most fertile lands, he says : — 

* Ab far as words go, Mr. Carey has a good case against several 



> Book IV. chap, iil § 5, Irt od, vol U. p. 277 ; People's cd. p. 438 o. 

' Book IV. chap. ii. § 3, 1st ed. voL ii. pp. 254, 255. With 'twenty or 
five-and-twenty ' substituted for 'fifteen or twenty'; People's od- p. 426 b. 
Cp. the followiag dubious p&H&ge from Hook i. chap. xiii. g 2, Ist cd. vol. i. 
pp. 220, 230; People's cd. p. 119: — ' Jn England during a long interval 
preoeding the French Revolution population increased slowly ; but the 
progress of improTement, at least in agriculture, would seem to hare been 
still slower. . . . Whether during the same period improTements in manu- 
factures, or dirainiBbed cost of imported commodities, made amends for the 
diminished pmductivonese of labour on the land is uncertain. Bat ever 
since the great mechanical inventions of Watt, Arkwright, and their con- 
temporaries, the return to labour baa probably increased as fast as the popu* 
lation ; and would have outstripped it, if that very aagmeatation of return 
had not called forth an additional portion of the inherent povrer of maltipU- 
cation in the human species.* 
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of the highest aathorities in political economy, who certainly did 
enunciato iu too universal a moitiier the law which they laid down, 
not remarking that it is not true of the firat cultivation in a newly 
settled country.' * 

This is scarcely candid, for so far from 'not remarking* 
that the ' law ' is not true of the first cultivation in a newly 
settled country, Ricardo and West, surely ' the highest 
authorities' on this particular subject, had taken the first, 
cultivation in a newly settled country as their type and illus- 
tration of the working of the law.^ 'It is not pretended/ 
Mill goes on to say, meaning that ho himself does not pretend, 
* that the law of diminishing return was operative from the 
very beginning of society.' ' Mr. Carey will hardly assert 
that in any old country — in England or France, for example 
— the lands left waste are. or have for centuries been, more 
naturally fertile than those imder tillage/ Carey's ovra 
admission that ' the raw products of the soil in an advancing 
community steadily tend to rise in price,' ^ he says, if true, 
proves of itself that the labour required for raising raw 
products from the soil ' tends to augment when a greater 
quantity is demanded/ 

* I do not/ he adds, ' go so far as Mr. Carey ; I do not assert that 
the cost of production, and consequently the price, of agricultural 
prodacoi always and necessarily rised as population increases. It 
tends to do so, but the tendency may be, and sometimes is, even 
daring long periods, held in check.'* 

Evidently at tho bottom he still adhered to the old 
doctrine of a general rule of diminishing returns liable to 
only temporary interruptions or checks. Nor can we wonder 
at his- reluctance to abandon it when we reflect that if he 
had done so be would have had to find a new way of account- 
ing for the historical fall of profits and also to change most of 
his views with regard to the whole question of economic 
progress. As he says himself, ' wore tho law ditterent, nearly 

1 Book L ehap. xit § 3 ; People's ed. p. 113 a. 

• Alwve, p. li^7; Ricardo, IVorht P- ''*7'' Milthua says of Europe 
geiiornUy, 'the best Uad would oaturftlly be the tiret occupied,' £«9ay, 8th 
•d. p. 360. 

> MiU'a wotdo. * Book i. chap, xit g 3, PeopU't ed. p. U3 a. 
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all tho phenomena of the production and distribution of 
wealth would be other than ' ho supposed them to be.^ 

Tho pseudo-historical general rule of diminishing returns, 
tho theory that the returns to agricultural industry have 
actually diminished, and continue to diminish in spite of 
occasional interru})tions, would, if it had been true, have 
supplied the reason which Malthus failed to discover for 
believing that subsistence or produce cannot be increased as 
fast as population would be increased by human fecundity 
and matrimonial instincts, if unchecked. The newly dis- 
covered reason cannot be more neatly expressed than in 
Mill's words : — 

'It is in vain to say that all mouths which tho increafie of man- 
kind calls into existence bring with them hands. The new mouths 
require as much food as the old ones, and the hands do not produce 
as much.* ' 

Malthus himself had never taken the new hands into 
account at all. He neglected entirely the increment of 
labour supplied by the increment of population. In com- 
paring tho ratios at which population and produce can 
increase, he did not say that double the present population 
may conceivably produce double the present produce twenty- 
five years hence, but four times the present population will 
not conceivably be able to produce four times the present 
produce fifty years hence. Instead of this he simply supposed, 
without any consideration of the proportionate amount of 
labour, that ' by tho best possible policy and great encourage- 
ments to agriculture ' ^ the produce might be doubled in 
twenty-five years, and trebled in fifty years, and so on. The 
general rule of diminishing returns, on the other hand, brings 
the labour and the produce into close relationship, and asserts 
that the additional labour is usually less productive than the 
old because it must either bo employed on less fertile land, 
or in performing less productive operations on the land 
already in cultivation. And, of course, as the existing pro- 
duce per head is not enormously greater than what is 

* Above, p. 175, note 3. 

* Book I. chap. xiii. § 2, Ut ed. vol I. p. 227 ; People's ed. p. 118 a. 
■ £daay, Sth ed p. 6. 
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nocessary to suppt^rt life, a continuous diminution of the 
productiveness of industry must very soon put a stop to 
population doubling itaolf every twenty-five years, or Indeed 
to its iucroasiug with any considerable rapidity. 

The pseudo-scientific law of diminishing returns, the 
doctrine which teaches merely that the returns to industry 
* tend ' to decrease, or would decrease if it were not for the 
progress of civilisation, does not, like the general rule, prove 
to its believers that population cannot increase with con- 
siderable rapidity, but it proves that it is not desirable that 
population should increase at all. If every increase of popu- 
lation tends to cause a diminution of returns, then whether 
returns actually diminish or not, they would have been 
greater if population had not increased Mill says as 
much : — 

* After a degree of density lias been attained suificient to allow 
the pniici[ial benefits of combination of labour, all farther increase 
tends in itseU to uuschief so far as regards the average condition of 
the people.' ^ 

The * progress of improvement,' which must ' be under- 
stood in a wide sense/ has a counteracting effect, 

* But though improvement may, during a certain apace of time, 
keep up with or even sur[ja3s the actual increase of population, it 
assuredly never comes up to the rate of increase of which population 
IB capable ; - and nothing could have prevented a general deterioration 
in the condition of the human race, were it not that population has 
in fact been restrained. Had it been restrained still more, and the 
same improvements taken placo, there would have been a larger 
dividend than tliere now is for the nation or the species at large.'* 

If a reader desires to know what degree of density of 
population Mill meant to indicate by that which is * sufficient 
to allow the principal benefits of combination of labour/ ho 
may turn to Book iv. ch. vi. § 2. There Mill says: — 

' The density of population necessary tn enable mankind to obtain, 
in the greatest degree, all the advautugea both of co-operation and 

> Book I. chAp. xiii. § 2, Ist ed. vol. L p. :2'28 ; People's ed. p. 1)8 6. 
"* The meuiiiig of this u •omewhat obscare. Is il that improTenient never 
doubles itaelf uvury tweuty-fivu yeare? 

■ Book L chap. xiii. i 2, Ut ed. vol. i. p. S>0 ; People's ed. p. 1 19 6, 
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(if social intercourse has, in all the most populous countries, been 
iitbitued. ' ^ 

He looks on the degree of density wliich is required for 
the maximum productiveness of industry as something fixed 
once for all, at one hundred, or two hundred, or some other 
number to the square mile. This is, of course, an eminently 
unscientific and unhistorical way of regarding the question. 
Tlie conditions under which men live, the extent of their 
knowledge, and their ability to profit by thoir knowledge, 
change from century to century, from year to year, and even 
from day to day. and almost every change afi'ects in one way 
or another the ' density of population necessary to enable man- 
kind to obtain in the greatest degree all the advantages l.»oth 
of co-operation and of social intercourse.' There is no reason 
whatever to suppose that the average Englishman would be 
better oil now if the population of England hod remained 
stationary at the point it had reached when Mill wrote his 
Frinciples of Political Economy, No doubt if it had been 
so restrained, ' and the same improvements taken place, 
there would/ as he alleges, ' have been a larger dividend than 
there now is ' ; but that the same improveraonta could have 
Uken place is perfectly inconceivable. 

^ let ed. ToL U. p. 311 ; People's ed. p. 4M b. 
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THE IDEA OF DISTRIBUTION 



§ 1. Early histoi^if of the term, aiid its identification vnth 
Division i/nto Wages, Profit, and Rent. 

In tracing the history of the tenn ' production/ used as 
the title of a department of political economy, we necessarily 
anticipated to some extent the corresponding history of the 
term 'distribution.' * The earliest English instance we were 
able to record of its use was furnished by an almost forgotten 
work, D. Boileau's Introduction to the Study of Political 
Economy, or elementary view of the Tnavner in which 
the Wealth of Nations is produced, increased, distrlhtUed, 
and consuvied, published in 1811, of which the Third Book 
is entitled ' Of the Distribution of the Wealth of Nations.' 
But though this may have been the first English appearance 
of the substantive in a prominent position as an almost 
tochnicai term, the use of the verb is to be traced back 
ito the title of Adam Smith's Book i., ' Of the causes of im- 
provement in the productive powers of labour, and of the 
order according to which its produce is naturally distributed 
among the different ranks of the people.' Before Adam 
Smith, English economists did not talk of * distribution ' or 
of tho manner in which wealth or produce is * distributed.' 
In Franco, however, Turgot's Rdfl^Dions aur la formation 
ei la distribution des richesses hod been printed in the 
6ph&rfiSritles du citoyen six years before the publication of 
the Wealth of Nations. « 

looking at the ordinary non-economic use of the term, 

' Above, pp. 32-35. 

' The H^jUxions were wrifcten in 1766, and first printed lo the SpMmiridea 
for Kovember and December 1769 und January 1770. These mimbent, how* 
over, were not actually published till Janunry, February, and April 1770. 
Be* O. Schelle, I'ourq^wi Ua ' R^Jitxion* * de Turgor nt toiU'dU* pa* earocfe* 
mtnt coimued / iu the Journal du £cmu>mUt€* fur July 1888, pp. 3-5. 

US 
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WO can immcino on CvSsay on the ilistribution of produce relat- 
ing to cither of two different questions, first, ' In what manner 
or by what moans is tho produce parcelled out among those 
who receive it ? ' or secondly, ' In what proportions is the 
produce divided among those who share it, and what deter- 
mines these proportions? ' Tiirgot, when ho used the phrase^ 
seems to have been thinking altogether of the first of these 
two questions. He does not attempt to show what causes 
variations in the proportions received by difierent classes or 
individuals, but only endeavours to explain the various 
methods of obtaining an income. In sections xx. to xxx, he 
lows how an owner of land may draw an income from it in 
five different ways, having it cultivated (1) by labourers in 
his own service, (2) by slaves, (3) by villeins, (4) by metayers, 
(5) by rent-paying farmers, and tho next section begins r — 

* n y a un autre moyen d'etre riche Bans trnvailler et sans pos- 
8^er des terrcs, dunt jo n'ai paa encore parld. 11 est n^cessaira 
d*ou expliquer Torigine et la liaison avec le reate du syat&me de 
la distribution d&fi richesaea dana la aoci^t6 dont je vieiia de 
crayouner I'^biiuchc' ' 

But there seems no reason to suppose, and it is highly 
improbable, that Adam Smith was acquainted with Turgot's 
JUflexiuiia. He did not acquire his use of tho word 'dis- 
tribute' from Tnrgot, but directly from the source from 
which Turgot himself had obtained it — tho Table or system 
of Quesnay. Quesnay often uses the word in the ordiniu-y 
sense of dj%nding into separate parcels and convoying to 
various destinations. He speaks of a ^mativa/ist distri- 
bution des hmnniea et des rtchessesj ^ and of *unc plus 
grarule diHtrlhtUion et circuUiiion ' of the precious uietfils," 
and in describing a primitive society with community 
of goods he says : ' it ny a d'autre distribution de inevis 
que celie que les honvmea peavent obtenir par la rerhercJie 
des prodacti&ns qui leur sont ndcessaires poit/r suhsister,** 
But he also used the word as the name of the transactions 
which he imagined were carried out between the productive 
class, the landowners, and the sterile class, and which he 



' (Euyfftt, ed. Daire, voL L p. 22. 
* Itnd,, p. 301. 



' (Suvrett ed. OuckeD* p. 
* IbiU,, p. 647. 
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endeavoured to portray in his Economical Table. The 
Analyse dn Tableau ^oiioniiqu^, which appeared in the 
Journal de I'agrundtv/re in 17G6, had for its second title, 
Analymde laformtUe ariikmetique da Tableau 6cono7}vique 
de la distribution dea d^penaes annuelles d\ciie nation agri- 
cole,^ and in it Quesnay, after describing what he calls 
Vordre rdgulier * of the transactions between the three classes^ 
Bays ; — 

' On ne poarrait rien soustraire k cette distribution de ddpenses 
an d^aavantage de Tagriculture, ni rien soustrairo dea reprises du 
eultivateur par qnelque exaction ou par quelqaes entraves dans le 
cOTnmerce, qn'il n'arriv&t dn d^periasement dans la reproduction 
Ronuelle dea richesses de la nation et une diminution de population 
facile Ji d^montrer par le calcuL Ainsi, c'est par tordre de la dU- 
tributum de$ defenses, telon qu'eiles revicnnatt ou quUlUt toni som«- 
traiU9 d la clasae productive, selon qn'elUs augmentent ses avanees, ou 
qu'elles lea diminuent^ selon qu'elU* aoutiennenl ou qu'elles /otU baiaaer 
le prix des productions, qu'on peut ealcvler lea ^tU de la bonne ou 
wtauvtUae conduii^ d'une nation,'^ 

An English version of Mirabeau's account of the Tcthleau 
opens with the words : — 

' It was first nocestiary to ascertain whence the income arises, 
in what manner it in distributed among tfao different classeB of 
society, in what places it vaniBhes, and in what it is reproduced.* * 

It also speaks of ' the distributive order in which the im- 
mediate productions of the earth ore consumed by the several 
classes.' ^ These quotations leave little room for doubt as to 
the parentage of Adam Smith's phrase, • the order according 
to which ' the produce of labour ' is naturally distributed 
among the difterent ranks of the people.' 

A render who was making his first acquaintance with the 
WealtJi of Nations would naturally bo led by the title of the 
First Book to expect to find it fall into tA^o parts, the first 
dealing with the productive powers of labour, and the second 

1 (Euvrtt, ed. ODckeo, p. 305. • Ibid,^ pp. 314, 319. 

» /Wd..pp. 319,320. 

* The Economkai Table, an attempt towarda oecertaiMng and exhibiting 
the $ouree, proffreUy and employmeiU qf riehe«, with explemation» by the 
FrUnd of Mankind, the ceieUrated Marquia dt Mirabtan ; trantUiUd /rom 
iht Frxmch, 1700. p. 23. * Ibid,, p. 37. 
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with the niannor in which its produce is distributed. His 
expectation would, however, be weakened when he looked 
through the titles of the chapters, and found that while 
Chapters i. to iii, deal with the division of labour, and Chap- 
ters viii. to X. with wages, profits, and rent, the intermediate 
chapters deal with money and pricea If there is any transi- 
tion from 'production' to 'distribution/ he would infer, it 
must be a gradual one, for the chapters on money and prices 
cannot belong altogether either to production or distribution. 
On examining the iiiMtter more closely he would find thatj 
the ostensible train of thought running through the Book ifl" 
OB follows : — Division of labour is eifected by means of ex- 
changes, and therefore a discussion of it naturally leads to 
the consideration of the manner in which exchanges are facili- 
tated by the use of money, ^ and to remarks on the prices of 
commodities, or * the rules which men naturally observe in 
exchanging them either for money or for one another ' ; ' prices 
are resolvable into their component parts of wages, profit, and 
rent, and therefore suggest a discussion of the causes which 
make wages, profit, and rent high or low. ^ The peculiarity 
of this is that it seems to leave no important place for the 
consideration of ' the order according to which ' the produce 
of labour ' is naturally distributed among the different ranks 
of the people.* Adam Smith's theory of distribution, instead 
of being made one of the maua subjects of the Book, is 
inserted in the middle of the chapter on prices as a more 
appendage or corollary of his doctrine of prices. After ex- 
plaining that the price of every commodity resolves itself 
into wages, profit, and rent, or into wages and profit, or uito 
wages and rent, or into wages alone, he says :^ 

' Aa the price or exchangeable value of every particular com- 
modity, taken separately, resolves itself into some one or other or all 
of those three parts ; so that of all the commodities which compoae 
the whole annual produce of the labour of every country, taken 
complexly, must resolve itself into the same three part^ and be 
parcelled out among difforent inhabitants of the country either as 
the wages of their labour, the pro6ts of their stock, or the runt of 
their land ; the whole of what is annually either collected or pro- 

^ Beginoiog of chapter iv. « Bud of chapter iv. ; p. 13 a. 

* End of ohspter tU 
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duced by tho labour uf every aocioty, or, wbut comes to the same 
thing, the whole price of it, ia in this manner originally distributed 
among some of its different mombers. Wogest profit, and rent are 
the three original sourcea of all revenue, as well as of all exchangeable 
value.* * 

Tf this passage had been Immediately followed by the 
chapters on wages, profits, and rent, distribution might cer- 
tainly have ranked as a main topic of the Book. But it 
is actually followed by a chapter on the ' natural and ninrkot 
prices of commodities/ which is succeeded by the chapters on 
wages, proHt, and rent, not becauHe it is interesting to know 
how the produce is distributed between labourers, capitalists, 
and landlords, but because wages and protit are causes, and 
rent an etiect, of the prices of commodities : — 

* When the price of any commodity is neither more nor less than 
what is suHicient to pay the rent of the laud, the wages of the labour, 
and the profits of the stock employed in raising, preparing, and bring- 
ing it to market, according to their natural rates, the commodity ia 
tlien sold for what may be 'juHed ito natural price.' .... 

'The natural price itself varies with the natural rate of each of 
its oomponent parts, of wages, profit, and rent ; and in every society 
this rate varies according to their riches or poverty, their advancing, 
stationary, or declining condition. I shall in the four following 
eb^tera endeavour to explain, as fully and distinctly as I can, the 
oausea of those different variations. 

* First, I shall endeavour to explain what are the circomstanceB 
which naturally detc-rmiue the rate of wages. .... 

' Secondly, I shall endeavour to show what are tho circumstances 
which naturally determine the rate of profit 

* Though pecuniary wages and profit are very different in tho 
l^fferent employments of labour and stock, yet a certain proportion 

aeema commonly to take place between both tho pecuniary wages in 
all the different employments of labour, and tho pecuniary profits in 
all the different employments of stock. ... I shall in tho third 
place endeavour to explain all tho different circumstances which 
regulate this proportion. 

* In the fourth and last place, I ^hall endeavour to show what are 
the circumstances which regulate the rent of land, and which cither 



1 Bk. L obap. vu p. 24 a. 



• tik. I. du vii. p. SS a. 



18S 



THE IDEA OF DISTRIBUTION [OHAP. VL 



raise or lower the real price of all the different sabstances which it 
producer ' * 

To account for distribution occupying so subordinate a 
place in the body of the Book, and so prominent a one in the 
title, we may perhaps be allowed to conjecture that in all 
probability tho Book existed in a fairly complete form before 
Adam Smith became acquainted with the physiocratic 
doctrine. When this happened, he may very well have 
thought that his theory of prices and his observations on 
wages, profit, and rent made a very good theory of what the 
physiocrats called * distribution,' and thus have been led to 
affix tho present title of tho Book, and to interpolate the 
passage about the whole produce being parcelled out and dis- 
tributed 03 wages, proHt, and rent. 

Whatever may have been tho cause of Adam Smith's 
choosing for his First Book a title which did not really 
describe its contents, the effect has been to identify 'distri- 
bution' in English economic treatises with a discussion of 
the causes which affect wogea, profit, and rent. 

It was, however, a long time before this result was fully 
brought about. In the article on Political Economy in the 
fourth edition of tho EncyclopcEdia BHtarmica, the chapter, 
' Of the manner in which wealth is produced and distributed/ 
contains eight sections headed as follows: (1) * The Division 
of Labtmr,* (2) ' Machmery/ (3) *0f tho different Employ- 
ments of Labour and Stock/ (4) ' Agriculture/ (5) ' Manu- 
factures/ (6) 'Commorco/ (7) 'The Retail Trade/ (8) 'On 
tho coincidence between Public and Private Interest.' 
Boileau, writing in 1811, manages to deal with wages, profit, 
and rent, in his Book i. on the ' Nature and Origin of tho 
Wealth of Nations/ and fills up his short Book iii. 'Of the 
Distribution of the Wealth of Nations/ with ron^arks on * Cir- 
culation' and money. But J.-B. Say, who, as we have seen,* 
divided his Traitd into throe Books dealing with Production, 
Distribution, and Consumption, followed in his first two 
Books the order of subjects adopted in Book L of the 
Wealth of Nations rather closely, with the residt that the 
bulk of his Book on ' Distribution ' is concerned with wages, 



> Bk. L ohAp. ri p. 29 a. 
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profits, and rents. The discussion on value with which it 
begins ho regards very rightly as only an indispensable pre- 
liminary to the explanation of distribution. He says : — 

' Ayant de montrer comment et dans quelles proportions s'op^re 
entre les membres de la soci^t^, la distribution de la chose produite, 
c'est-i^lire, de la valbuk dea prodoiU, il faut couaattre les bases aur 
leequelles se fixe leur valour. Je ferai rcmarquer eusuite par quel 
m^caniame et dona quelles proportions elle ho rcpond cbez les diff^renta 
membraa de la aoci^t^^ pour former leur revenu.'' 

The next great step towards confining ' distribution ' to a 
dissertation on wages, profit, and rent was taken by Ricardo^ 
when ho declared in his Preface that ' to determine the laws 
which regulate' the 'distribution' 'of the whole produce of the 
earth' between labourers, capitalists, and landlords, 'is the 
principal problem in political economy/ and James Mill 
completed the process in his Elevients, by dealing with 
nothing but wages, profits, and rents under the head of 
'Distribution/ and relegating Exchange or 'Interchange/ as 
he preferred to call it, to a subsequent chapter. Since then, 
every reader of experience would expect to find wages, profit, 
and rent the chief, if not the sole, topics dealt with under 
the head of ' Distribution ' in an English economic text-book. 

§ 2. The meaning of Wa^eSy Profit, aTid RerrU. 

The pro|X}sition that the total produce or income of a 
nation's labour is 'distributed' into wages, profit, and rent, 
is of course not exactly identical with the proposition that 
total wages, profit, and rent together make up the whole 
produce, since, in the absence of a statement to the contrary, 
a part of wages, profit, and rent might lie outside of the 
produce. In the chapter ' Of Money ' in Book ii., Adam 
Smith incidentally notices that rent, in the ordinary sense of 
the term, often includes something besides ultimate produce 
or income : — 

*Tbe gross rent/ be says, 'of a private estate comprehends what- 
ever ia jiaid by the farmer; the net r«nt what remains to the landlord 
Iter deducting the expense of manugomont, of repairs, and all other 

^ Sd ed., 16U, vol ii. |x. 2. 



190 



THE IDEA OF DISTRIBUTION 



[chap. VI. 



necessary cliargefr ; or what, without hurting his estate^ he can aifonl 
to place in hia stock reserved for iuiinediute cousumption, or to spend 
u{)on hia table, equipage, the ornaments of his house and furniture, 
hia private enjoyments and amufiements. His real wc/ilth is in pro- 
portion, not to his grafts, but to his net rent.' ^ 

A similar distinction, though one not so practically im- 
portant, exists between gross wages and net wages, between 
the whole of wages in the ordinary sense of the word, and 
that part of wages which constitutes clear income to the 
recipient. Most wages in the popular sense are liable to 
some deductions, such as the expense of tools or particular 
clothes, and even the higher groimd rents which are paid 
by the working classes in towns must be deducted from 
their gross wages before their net wages or real income can 
be found.' Profit, by itself, is such a vague terra, that it is 
difficult to say whether, after of course deducting all losses, 
aggregate profits would include anything other than income 
or not. There is no doubt, however, that Adam Smith 
and kis followers never intended anything to be included 
in wages, profits, and rents except true income. The pro- 
position that the produce or income is divided into wages, 
profits, and rents has always been taken to mean the same 
as the equation — 

Total produce or income= wages H- profits + rents. 

Wages, profits, and rents must consequently be always 
understood as net wages, net profits, and net rents. 

Everything that is not income being thus excluded from 
wages, profits, and rents, the nest question is how to include 
the whole of the income under the three terms, and where to 
draw the line between the difierent parts. , In ordinary 
language in Adam Smith's time, as at present, the term 
wag&s was applied to amounts received by the less well-paid 
classes of workers from persons who undertake to accept 
their work at fixed rates agreed on before the labour is 
executed. Profit was a vague word applicable to almost any 
kind of gain, if some expense or risk of loss must be incurred 

> Dk. II. ch. ii. p. 124 a. 

3 8^0 on this subject GlffeD, Emfayt in Finance, 2d sones, pp. 381, 3S2, 
and The Oross and Nel (7ain of Rinng Wages in the CotUemporary Jievieio for 
December 1889, pp. 832, 830. 
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in order to secure it. Rent denoted the periodical payments 
made to the owners of land, houses, and other immovable 
objects by the tenanbi who enjoy the use of them. 

It must always be remembered, however, that in Adam 
Smith tbe wages, profit, and rent into which the whole 
income is said to be distributed are the wages of labour, the 
profit of stock, and the rent of land. The ' wages of labour' 
seems a more comprehensive term than 'wages,' and it is 
easy to extend it so as to include under it the 'salaries' and 
' fees ' paid to certain classes of workers, and also the ainoimts 
earned by certain other classes who ' work on their own 
account,' that is to say, who produce something without first 
contracting with an employer as to the price to be paid. 
The ' profit of stock ' is a less vague term than profit, and 
evidently ine^ns not all kinds of gains in securing which an 
expense or risk is incurred, but those only which are obtained 
owing to the possession of stock or capltaL The ' rent of 
land' does not include the rent of immovable objects other 
than land, and that kind of rent is therefore placed under the 
head of profit of stock. Wages, in short, become the whole 
income derived by individuals from the performance of labour, 
rent the whole income derived from the possession of land, 
and profits the whole income derived from the possession of 
other kinds of property. 

This view of the division between the three components 
of income, however, was not always accepted in the cases 
where a single individual combines in his own person the 
functions of labourer and capitahst, or of capitalist and land- 
lord. Adam Smith, indeed, says expressly, that it is con- 
foimding wages with profit to call the whole gain of an active 
farmer or independent workman ' profit ' ; — 

* Common farmers seldom employ any overseer to direct the 
general operations of the farm. They generally, too, work a good 
deal with their own hands as ploughmen, harrowers, etc. What 
remains of the crop, after paying the rent, therefore, should not only 
replace to them their stock employed in cultivation, together with its 
ordmarj profits, but pay them the wages which are due to them, both 
as labourers and OTetseeni, Whatever remains, however, after paying 
the rent and keeping up the stock, is called profit. But wagea 
evidently make a part of it. The farmer by saving these wagoa moat 
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necessarily gain them. Wages, thereforBi aro in this case confoiin<]od 
with profit 

*Aji indc|)eiulent manofactnrar, who has stock enough both to 
purchase matorialSf and to maintain himself till ho con carry his work 
to market, should gain both the wages of a joiirnejTnan who works 
under a master, and the profit which that master makes by the sale of 
the journeyman's work. His whole gains, however, are commonly 
called ]>rofit, and wages are, in this case too, confounded with profit.' ^ 

He also tells us that ' the apparent difference ' between 
* the profits of dittbrent tradas is generally a deception arising 
from our not always distinguishing what ought to be regarded 
as wages from what ought to be considered as profit/ '•' and 
that the very high 'apparent profit' made by small shop- 
keepers is ' real wages disguised in the garb of profit.' * 
Obviously he thought that, for scientific purposes, the term 
wages should be taken to include the whole of the remunera- 
tion of labour, in spite of the fact that some of it is per- 
formed by persons who may be ranked as capitalists. The 
early ninetoonth-century economists did not dispute this, but 
ignored the necessity of having an opinion on the subject. 
They talked of wages as if the term included all remuneration 
of labour, but they thought of no labour except that which 
earns wages in the common narrow acceptation of the word, 
and their theories of wages are consequently inapplicable to 
a large portion of the phenomena which they profess to 
explaia J. S. Mill recognised this in his Essays, After 
assenting cordially to Adam Smith's division of what is 
commonly called proiit into reuumeration for the use of 
capital and remuneration for labour, he says it would be a 
mistake to suppose that the remuneration of employer's 
labour 'is regulated by entirely the same principles as other 
wages.' In support of this proposition, he brings forward 
two reasons. The first is borrowed from the rather un- 
fortunate passage in which Adam Smith endeavours to show 
that ' the profits of stock ' are not ' only a different name for 
the wages of a particular sort of labour, the labour of inspec- 
tion and direction.' '^ The reiiumcration of the employer's 
labour, or wages of superintendence, Mill says : — 

» Bk. I. ch. vi. p. 24 b. - Bit. i. ch. x. p. 50 b. =» Ibid., p. 51 a. 

* Bk. I. oh. vL p. 22 6. See ftbove, pp. 68, 69 1 and Uslow, p. 200. 
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* is wages, but wages paid by a commi68ion on the capital employed. 
If the general rate of profit is 10 per cent, and the rate of interest 5 
per cent, the wages of supohntendence will bo 5 per cent ; and 
though one borrower employ a capital of i& 1 00,000, another no more 
than £100, the labour of both will bo reworded with the same per- 
centage, though in the one caae this symbol will represent an income 
of £5, in the other case of £5000.' > 

Now, doubtless, if two men, the one with <£*100,000 of 
capital and tho other with i'lOO. were to engage in exactly 
similar transactions, their ' profits ' would be at the same rate 
per cent, and occasionally something of the kind may happen. 
But the general rule is that men with ^100,000 of capital are 
engaged in quite different transactions from men with ^100, 
and that the wages of superintendence earned by the small 
capitalists who manage their own capital are immensely 
larger in proportion to their capital than those earned by the 
large capitalists. If Mill did not know this from personal 
observation, he might have learnt it from Adam Smith, who 
says, evidently taking his example from Kirkcaldy : — 

* In ft small seaport town a little grocer will make forty or fifty per 
cent upon a stock of a single hondrod pounds, while a considerable 
wholesale merchant in the same place will scarce make eight or ten per 
cent upon a stock of ten thousand.' ^ 

There is no basis whatever for the idea that there is any 
such thing as a rate of wages of superintendence in the same 
sense as there is a rate of interest. Mill s second reason for 
thinking that wages of superintendence are not regulated 
entirely by the same principles as other wages is that ' they 
are not paid in advance out of capital like the wages of all 
other labourers, but merge in the profit, and are not realised 
until the production is completed,' which fact, he says, 'takes 
them entirely out of the ordinary law of wages/" This is 
quite true if we imderstand by ' the ordinary law of wages ' 
what Mill understood by it, imd it would have been an 
excellent reason for endeavouring to make a more complete 
and satisfactory law of wages. Before Mill wrote his iViTi- 
ciplea Senior had pointed out that the remuneration of 



* Buoy*, pp. 107, 108. 
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capitaliHtR* labour ' generally bears a smaller proportion to the 
capital employed as that capital increases in value/ and re- 
marked that while few persons employing £100,000 in England 
would not bo satisfied with 10 per cent per annum, small 
fruit-sellers with a capital of a few shillings expect over 7000 
per cent.' fiut in the Principles, though Mill admits that 
' the portion of the gross profit which forms the remuneration 
for the labour and skill of the dealer or producer is very 
different in different eraploynient,s/ and actually quotes the 
case of the grocer spoken of by Adam Smith,* he continues 
to treat of an imaginary rate of profit which includes wages 
of superintendence, and makes no attempt to bring these 
wages under the 'ordinary law of wages.' 

When a man is both landlord and farmer, Adam Smith 
says he ' should g^in both the rent of the landlord and the 
profit of the fanner.' ' By this ho sooms to mean that hia 
income, though all called ' profit * in common language, 
should bo divided by the economist into two parts — profit 
and rent. But in the chapter * Of the Rent of Land/ 
though he admits that it ' may be partly the case on some 
occasions/ that what is called the rent of an acre of land 
in ordinary language consists of ' profit or interest for the 
stock laid out by the landlord on its improvement,* it did 
not occur to him to exclude the profit on improvements 
from the rent of land proper. 

Ricardo endeavoured to do so. In a note to the Essay on 
the Influence of a Low Price of Com, he says : — 

*By rent I always moan the remuneration given to the landlord 
for the use of the original and inherent power of the land. If either 
the landlord expends capital on hia own land, or the capital of a pre- 
ceding tenant is left upon it at the expiration of his lease, he may 
obtain what is indeed called a larger rent, but a portion of this is 
evidently paid for the use of capital. The other portion only is paid 
for the use of the original power of the Land.' ^ 

So, too, in the PrxTicipleSt in the chapter ' On Rent ' he 
says: — 

1 Political Economy, 8vo ed. p. 203. 

* Book II. cb. XV. 9 3, lat od. voL i. pp. 482, 483 ; People's ed. pp. 247» 248. 

• Book I. ch. vl. p. 24 6. 
4 Book I. eh. xi p. 66 6. * Worku, p. 37^. 



§ 2.] MEANING OF WAQES, PROFIT, AKD RENT 195 



* Kent is that portion of the produce of the earth which is paid to 
the landlord for the use of the original and indestructible powers of 
the BoiL It is ofteu, however, confounded with the interest and 
profit of capital, and in popular Unguage the term is applied to what- 
ever is annually paid by a farmer to his landlord. If of two adjoining 
farms of the same extent and of the same natural fertility one had all 
the oonvenicncoa of fanning buildings, wore, bositlos, properly drained 
and manured, and advaatageoualy divided by hedges, fences, and 
walls, while the other had none of these advantages, more remunera- 
tion would natunilly be paid for the use of one than for the use of the 
other; yet in both cases this remuneration would be called rent/ ^ 

Like most people who have not had the advantage of 
a literary education, Ricardo was apt to think that a word 
ought to have whatever sense he found convenient to put 
upon it; and so he implies that though the whole of the 
remuneration paid for the better provided land would be 
called rent, it is not rent He goes on to point out, among 
other things, that the sums paid to the owners of mines for 
permission to work them are not paid for the use of the 
original and indestructible powers of the soil, but for minerals 
removed, and concludes : — 

In the future pages of this work, then, whenever I speak of the 
rent of land, I wish to be understood as speaking of that compensa- 
tion which ia paid to the owner of land for the uso of ita original and 
indestructible powers.' ^ 

But even before the printing of his work was completed 
he had modified his views. In a note at the end of the 
chapter on Poor Rates he admits that rent or * real rent ' may 
include, on some occasions, the profit on capital invested in 
improvements. Part of the capital invested by londo^vners on 
their land 'is inseparably amalgamated with the land, and 
tends to increase its powers,' so that ' the remuneration paid 
to the landlord for its use is strictly of the nature of rent, and 
is subject to all the laws of rent.* It is only the remainder 
of the capital which does not ' obtain for tho landlord any 

> lit ed. pp. 4d, 50 ; 3d ed. in Worhi, p. 34. 

' lat ed. p. 5'Z ; .Id ed. in Works, p. 35, Yet so Btrong is the power of 
custom in Ungnago that he give« the very next oh&pter the boadiog of 'On 
the Kent of MincB,' and s&ys in it : * Minoi u well as land generally pay a 
rent to their owner.' — lat ed. p. 77 ; 3d od. in Works, p. 45. 
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pcrmnnent addition to his real rent,' as it consists of * build- 
ings and other perishable improvements ' which ' require to be 
constantly ronowod.' ^ 

James Mill abides by Ricordo's first positioa Land once 
brought into cultivation, he explains^ is more valuable than 
uncleared land. Ratlier than clear the fresh land, a man will 
pay an equivalent for the cost of clearing, but this ' is not a 
payment for the power of the soil, but simply for the capital 
bestowed upon the soiL It is not rent; it is interest.'* 
M'OuUoch defines rent as payment ' for the use of the natural 
and inhei'ent powers of the soil/ * and illustrates this in a 
way which suggests that he had never read Ricardo's second 
thoughts on the subject in the note to the chapter on Poor 
Rates. J. S. Mill, on the other hand, follows Ricardo's second 
opinion, including in rent the return due to * capital actually 
sunk in improvements, and not requiring periodical renewal, 
but spent, once for all, in giving the land a permanent in- 
crease of productiveness/ * 

Senior had gone much further, and desired to include 
under the term * rent ' a very large proportion not only of 
what every one calls profits but also of what every one calls 
wagas. Instead of inquiring in what sense the words were 
actually used, and what classification would be at once con- 
venient and in reasonable consonance with their ordinary 
sense, he somehow jumped to the conclusion that ' wages and 
profit are to be considered as the rewards of peculiar sacri- 
fices/ and therefore that every kind of income which is not 
the reward of sacrifice must be rent : — 

* If,' he aays, ' wages and profit are to bo considered &s the reward 
of peculiar sacrifices, the former the remuneration for labour, and the 
htter for abstinence from immediate enjoyment, it is clear that under 
the term '* rent " mnat be included all that is obtained without ajiy 
sacrifice ; or, which is the same thing, beyond the renymeralion for 
that sacrifice ; all that nature or fortune bestows either vrithout any 



^ lit ed. p. 362. note ; 3d od. in Works, p. 153, note, 
« EkmenlM, Ut ed. p. 16 ; 3d ed. p. 31. 

• PriricipleA, lat ed. p. 266. The italics are, of course, M'CoUoch'a. 

* Principlt*^ Book u. ch. xvi. § 5, Ist ed. vol. i. p. 505 ; People'i od. p. 
200 a. From the fact that Mill naes the phraao * It appears to me,* we may 
infer that he bad forgotten that JEUcardo had adopted this view. 
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exertion on the part of the recipient or in addition to the average 
remuneration for the exercise of industry or the employment of 
capital.' ' 

It does not seem to have occurrod to him that some one 
might deny that wages and profit ' are to he considered as 
the rewards of peculiar sacrifices/ He siinply takes this for 
granted, and makes no attempt to prove it Later on in his 
work he says he has defined rent as ' the revenue spon- 
taneously oftbred by nature or accident,' and profit as the 
reward of abstinence, and then puts the question 

'Whether the paymentA received from his tenants by the preheat 
owner of a Lincolnshire estate reclaimed by the Konuina from the sea 
are to be termed not rout but profit on the capital which waa expended 
fifteen centuries ago 1 The answer is, that for all useful purposes the 
distinction of profit from rent ceases as soon as the capital from whicli a 
giyon revenue arises has become, whether by gift or by inheritance, the 
property of a person to whose abstinence and exertions it did not owe 
its creation. The revenue arising from a dock, or a wharf, or a canal is 
profit in the hands of the oj-iffinal con$trnctor. It is the reward of hia 
abstinence in having employed capital for the purposes of production, 
inatead of for those of enjoyment. But in the hands of his heir it has 
all the attributes of rent. It is to him the gift of fortune, not the 
result of a sacrifice/ 

It is evidently assumed here that the original constnictor 
himself saved the capital he invested in the dock, canal, or 
wharf, since if his heir were now to sell the wharf, and with 
the proceeds become himself the ' original constructor * of 
another wharf, it does not seem that he would ' abstain ' 
any more than if he continued to hold the first wharf. 

' It may be said, indeed,' Senior continues, * that such a revenue 
ifl the reward of the owner's abstinence in not selling the dock or the 
canal, and spending its price in enjoyment. But the aame remark 
applies to every species of transferable property. Every estate may 
be sold, and the purchase-money wasted. If the last basis of classifi- 
cation were adopted, the greater part of what every political economist 
baa termed rent must be called profit.* * 

That is to say. Senior has made up his mind bo finnly 
that profit is the reward of abstinence and nothing else, that 



^ Polkieal Sconcm^t «▼(> «d. pp. 91, 02. 
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he argues that if we call the iBCome of the owmer of an 
inherited wharf ' profit/ we must be driven to what he evi- 
dently regards as the undesirable consequence of saying that 
landlords receive no rent but only profit. He forgets entirely 
that no one but himself wishes to identify profit and the 
reward of abstinence, and, still more curiously, he fails to see 
that his own classification leads to the undesirable conse- 
quence of reckoning as rent ' the greater part of what every 
political economist has termed' profit His examples of 
inherited property — a dock, a wharf, and a canal, iJl belong 
to the class of immovable objects to which the term rent ia 
peculiarly appropriated in the ordinary language of everyday 
life. But it cannot seriously be maintained that the heir 
of a cargo of oranges exercises any more abstinence in not, 
when he sells them, ' spending the price in enjoyment,' than 
the o\vTier of the inherited wharf. The income derived from 
all inherited wealth is to its present possessors * the gift of 
fortune, not the result of a sacrifice,' Consequently, it should 
all, according to Senior, be classed as rent, not profit.^ Now 
in modem civilised and wealthy communities, inherited pro- 
perty is far greater than the property which has been acquired 
by the saving of living persons. 

Oblivious of this, Senior proceeds immediately to classify 
as rent the ' extraordinary remuneration ' for ' extraordinary 
powers of body or mind ' : — 

* It originates,* he says, * in the bounty of nature ; so far it seems 
to be rent. It is to bo obtained only on the condition of undergoing 
labour ; so far it seems to be wages. It might be termed with equal 
correctness, rent which can be received only by a labourer, or wsgea 
which can be received only by the proprietor of a natural agent But 
as it is clearly a surplus, the labour having been previously paid for by 
average wages, and that surplus the spontaneous gift of naturej we 
have thought it most convenient to term it rent.'* 

And even yet he has not finished. Having by this time 
apparently entirely forgotten his distinction between inherited 
and non-inherited property, he goes on to say ; — 

' Conversely, aU property bonght by the savings of its purchaser* must 
bring in profit, and not rent, so that when, for example, Ricardo became *i 
landowner be received no rent. 

* PoiUical Economy, 8to ed. pp. 129, 130. 
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'And for the same reoaon we term rent what might with equal 
correctness be termed fortuitous profit. Wo mean the surplus advan- 
teges which are sometimes derived from the employment of capital, 
after making full compensation for all the risk that has been encoun- 
tered, and all the sacrifices which have been made, by the capitalist. 
Such are the fortuitous profits of the holders of warlike stores on the 
breaking out of unexpected hostilities.' ^ 

After this we can hear, almost without surprise, that 
incomes earned in consequence of the possession of acquired 
useful knowledge and ability are to be looked on as profit, 
and not wages. At last Senior comes to an end : — 

* According to oar nomenclature (and indeed according to that of 
Smith, if the produce of capital is to be termed profit) a very small 
portion of the earnings of the lawyer or of the physician can be called 
wages. Forty pounds a year would probably pay all the labour that 
either of them undergoes in order to make, we will say, £4000 a year. 
Of the remaining jC3960, probably £3000 may in each case be con- 
sidered as rent, as the result of extraordinary talent or good fortune. 
The rest is profit on their respective capitals ; capitals partly consist- 
ing of knowledge and of moral and inteliectaal habits acquired by 
much previous expense and labour, and partly of connection and 
reputation adjuired during years of probation, while their fees were 
inadequate to their support.'^ 

It is rather amusing to see that, after haying thus made 
havoc of the old classification, and created a new and totally 
different one, Senior finds it convenient to use the old one, 
and only to make an occasional reference to the new. His 
extraordinary attempt is only interesting as an example to be 
avoided, and as an anticipation of that desire to call every- 
thing rent which is a marked feature of English economics 
at the present time. ^ 



§ 3. The Origin and Cause of Wage3, 

When it is settled that the whole revenue of the com- 
munity is composed of three great parts, wages, profits, and 
rents, and it has been decided what revenues belong to each 
lOf the three parts, the next qnostion seems to bo as to the 
cause of the division of the whole revenue into the three 



* J^liliaU Kc&ti&tny^ Sro ed. p. 130. ' lUid., pp. 1S3, 134. 
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parts. Why are wages, profits, and rents obtained by those 
who receive them ? 

No one seems to have thought of formally asking why 
wages are paid, or why labour is remimerated. It was con- 
sidered ' natural ' that labour should bo reumnerated, and 
Adam Smith went so far as to think it natural that labour 
should be remunerated, not only by a part, but by the whole 
of the produce : — 

' Tho produce of labour/ he says, * constitutes the natural recom- 
pense or wages of labour. 

* In that original state of things, which precedes both the appro- 
priation of land and the accumulation of stock, the whole produce of 
labour belongs to the labourer. He has neither landlord nor muster 
to share with him.'' 

According to this view of the subject the labourer receives 
a port of the produce because he produces the whole of it, 
and what needs explanation is not that he gets a part, but 
tHat he does not get the whole. Wages ore natural and 
original, while profits and rent are artificial and of later 
introduction. We are left to inquire how and why profits 
and rent come to be deducted from ' the natural recompense 
of labour/ 

§ 4, The Origin and Catwc of Profit 

Adam Smith thought it necessary to explain that profits 
are not merely a species of wages. ' The profits of stock,' he 
observes, ' it may perhaps be thought, are only a ditferent name 
for the wages of a particular sort of labour, the labour of inspec- 
tion and direction. They are, however, altogether diffurent** 
Instead of being proportioned to 'the quantity, the hardship, or 
the ingenuity ' of the ' supposed labour of inspection and 
direction,' they ore proportioned to the value of the stock 
employed. In some cases scarcely any of the work of inspec- 
tion and direction is done by tho owner of the capital ; it ia 
all done by 'some principal clerk,' who receives wages which 
' never bear any regular proportion to the capital of which ho 
oversees the management,' while the owner of the capital, 
* though he is thus discharged of almost all labour, still expects 



Bk. I. oh. viii. p. 20 a. 
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that his profits should bear a regular proportion to his capital/ 
Profits are thus a real deduction from the natural recompense 
or wages of labour. 

They are regarded as somehow the result of the fact that 
capitalists employ labour :~ 

'As soon as stock has accumulated in the hands of particular 
pareons, some of them will naturally employ it in setting to work 
industrious people, whom they will supply with materials and subsist- 
ence, in order to moke a profit by the sale of their work, or by what 
their labour adds to the value of the materials.' ^ 

Employers would not employ labour at all if they did not 
expect some profit, some surplus over and above their expen- 
diture. Nor would they use a groat stock rather than a small 
one unless their profits were to bear some proportion to the 
extent of their stock. They * hazard ' their stock in the ' a<l- 
venture/ a thing no sensible man will do for nothing. But 
this does not explain why the profit is actually obtained. 
There are many things which men will not do for nothing, 
and which, in consequence, remain undone. The employer- 
capitalist is not paid because he hazards his stock, but he 
hazards his stock because he is paid for it To know why 
profits are deducted from the natural recompense of labour 
we must know something more than the reason why capitalist 
employers would cease to employ if there were no profit on 
each part of the capital employed. We require to know why 
the labourers agree to the deduction, why they do not work 
for themselves, and decline to bo employed. Adam Smith 
seems to think it is because they are necessitous : — 

*It seldom happens that the person who tills the ground has 
wherewithal to maintain himself till he reaps the harvest. His 
maintenance is generally advanced to him from the stock of a masteri 
the farmer who employs him, and who would have no intereat to em- 
ploy him unless ho was to share in the produce of his labour, or unless 
his stock was to be replaced to him with a profit This profit makes 
a second deduction ^ from the produce of the labour which is employed 
upon land. 

* The produce of almost all other labour is liable to the like deduc> 
tion of profit In all arts and manufactures the greater part of the 



^ Bk. L di. vL p. 22 
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workmen stand in need of a maater to advance them the materials of 
thtiir work, and their wages and maintenance till it be completed.'^ 

He evidently believes that no one will ever submit to a 
master unless he is obliged. If a man has enough to provide 
himself with the materials of his work and to maintain 
himself till it be completed, he will immediately set up as an 
* Independent workman.' 

Wo may say, then, that to Adam Smith profits appeared 
to be a deduction from the produce of labour, to which the 
labourer has to submit because ho has no means of sup- 
port, and no materials of production. Dr. Bohm-Bawerk be- 
lieves that Adam Smith also occasionally advanced another 
theory, to the etToct that profits are an addition to the 
price of the produce of labour, but the passages he quotes 
scarcely prove the existence of this theory.* 

It will be observed that Adam Smith's explanation of the 
nature of proHts relates entirely to the profits of persons 
employing labour. He does not seem to have seriously 

* Bk. L ch. viii. pp. 29 6, 30 a. 

* AdAm Smith says that inth« original state of thing* * the whole produoe 
of Uboiir boloDgs to Uie Ubourer ; uid the qiumtity uf labour commonly em- 
ployed in aojairing or producing any oommodity is the only circunutaDce 
whiuh can regulate the quantity of labour which it ought commonly to pur- 
chaK, oonunand, or exchange for.' After the origiual state of things haa 
paaaed away, however, * iu exchanging the ooiupleto manufacture cither for 
money, for labour, or for other goods* over and above what may be aufBcient 
to pay the price of the matcriaU and the wages of the workmen, sometfaiug 
must be given for the prutits of the undertaker of the work who hazards his 
stock in this adventure ' (Bk. I. oh. vL p. 22). Dr. Bohm-Bawerk a&ya 
that this plainly means that the capitalist's claim for interest causes a rise in 
the price of the product, and is paid out of this rise — tioM d^ Zinwrn- 
gpruch (it* KajiUaiUte-n ei*»w Sttlfftrung dts Prtlitea der ProdukU bewirkt, 
und aus ihr bf/rifdigt leird, {Kapital und KapitalziiMt I. p. 83; Smart, 
English translation, pp. 72, 73.) But Adam Smith docs not really commit 
himself to any comparison of the price of the product in the original state of 
things with it<! price iu the actual state of things. All that he means is that 
in the actual state of things there is a part of the produce of labour which 
doea not go to the labourer, and so is ' over and above ' the price of the niAt«- 
rials and the wages of the workmen. The wages no longer efjual the full value 
which is added to the raw materials by the process of mauufactare, but thia, 
■urely, docs not prove any rise in the value of the product. All that can be 
said is that the value of the produce is higher now compared with the wages 
Doccasary to produce it than it was in the original state of things, or, to put 
the same thing in other words, wagos are lower now compared with the whole 
produce than they were in the original state of things. 
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considered any profite except tboee which he imagined were 
obtained upon sums spent in paying wages or in buying 
materials. In the examples which he gives he allows nothing 
for interest or profit on the value of the manufactory and its 
machinery. In his treatment of interest in Book ii. Chap. iv.. 
he .considers it as paid cither out of the profits of an 
employer, or else * by alienating or encroaching upon some 
other source of revenue, such as the property or the rent of 
land; > 

Lauderdale definitely asked the questions, ' Wliat is the 
nature of the profit of stock? and how does it originate?'- He 
objected to Adam Smith's representation of profit as a deduc- 
tion from tho wagoa of labour. If Adam Smith were right, 
he says, profits would be a derivative and not an original 
source of revenue, ' being only a transfer from the pocket of 
the labourer into that of tho proprietor of stock.' ■ Profit 
arises, he thinks, because the capital which yields the profit 
supplants labour, or does what human labour could not do. In 
short, profit exists because capital performs a useful service; 
the payment of profit is to bo put on the same basis as the 
payment of wages. The owner of capital gets a part of what 
would have been got by the labourers supplanted or dispensed 
with. Ho cannot get more, or the labour would bo emplo^'od 
instead of the capital He often, however, in consequence 
of competition, gets less. Lauderdale thus illustrates his 
theory: — 

'Supposing, for example, one man with a loom should be capable 
of making three pair of stockings a day, and that it should require six 
knitters to perform the same work with equal elegance in tbe same 
time, it is obvious that the proprietor of the loom might demand for 
making!; his three pair of stockings the wages of five knitters, and that 
he would receive thorn; because the consumer, by dealing vnih him 
rather than the knitters, would save in the pnrchaae of the stockings 
the wages of one knitter. But if, on the contrary, a stocking-loom 
was only capable of making one pair of stockings in three days (as, 
from tho hypothesis that three pair of stockings could be finished by 
six knitters in one day, it follows that one knitter would make a pair 
of stockings in two days) the proprietor of the loom could not dispose 
of his Btockings, because he would be obliged to charge one du/s 



* Bk. IL oh. iv. p. 155. > Public Wtatih, p. 165. 
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wages more than was paid to the knitters, and the machine, though 
it executed the stockings in the greatest perfection, would be set aside 
aa useless merely because incapable of supplanting any portion of 
kbour.'^ 

The example shows clearly that the owner of capital receives 
a profit because his capital is useful If the uiachino sup- 
plants no labour, and is therefore of ' no use/ its owner will 
receive no profit on it. This is the lower limit. The upper 
limit, on the other hand, is the amount for which the produce 
could be obtained without the aid of the capital If one man 
working with the loom, and repairing it when repairs are 
necessary,' can do aa much as six without the loom, the 
profit obtained by the owner of the loom may come up to, 
but cannot exceed, the wages of five men; if one man with 
the loom can do exactly as much as one man without the 
loom, the loom is absolutely worthless, and will bring in 
nothing to its owner, even if it be used ; if one man working 
with the loom camiot do as much as one man without the 
loom, the loom will certainly not be used. 

Malthus, like Lauderdale, considers that profits are the 
remuneration of capital, just as wages are the remuneratioQ 
of labour. Of the three different conditions which must be 
fidlillcd in order that any commodity should continue to be 
brought to market, 

'The aecond condition to be ful&lled is that the assistance whick 
may have been given to the laV)ourer from the previous accumulation 
of objects which facilitate future production, should be so remunerated 
as to continue the application of this assistance to the production of 
the commodities required. If by means of certain advances to the 
labourer of machinery, food, and materials previously collected, ha 

J PuUic Wealth, pp. 165, 166. 

* Dr. Bohm-Bawcrk {KapiuU und KapUalzitvi, i. p. 170; Smart, Gngliah 
trmDnlation, Capital and Interest, p. 146) complains that Landerdale haft 
said nothing about the depreciation of the machine. From the fact that htt^ 
»ays nothing about it, we may conclude that he tacitly a-^^uiiics, oa he ia 
entitled to aasume if he chooaes, that there ia no depreciation, that the one 
man who worka the loom also replaces such porta of it as wu&r out at hit 
own expense, and during his worlcing hours. The sharp distinction which 
Dr. BuhinBauerk draws between the labour of working a machine and the 
labour of maintaining it m good condition oorreeponda with nothing in 
oaturOi and doea not add olearaeaa to the aubjeot* 
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can execute eight or ten timea as much work as he could ^rithout such 
assistance, tho i}erson funiiahing them might appear, at first, to be 
entitled to the difference between the powent of onassiated labour and 
the powers of labour bo oflsiBted. Bat the prices of oommuditiea do 
not depend upon their intrinsic utility, but upon the supply and 
the demand. The increased powers of labour would naturally produce 
an increased supply of commodities ; their prices would consequently 
fall ; and the remuneration for the capital advanced would soon be 
reduced to what was necessary, in the existing state of the society, to 
bring the articles to the production of which thoy were applied to 
market. With regard to the labourers employed, as neither their 
exertions nor their skill would necessarily be much greater than if 
they had worked unassisted, their remuneration would be nearly tho 
same as before, and would dc[>ond entirely upon the exchangeable 
▼Blue of tho kind of labour thoy had contributed, estimated in the 
ofiual way by the demand and the supply. It is not, therefore, quite 
correct to represent, as Adam Smith does, the profits of capital as a 
deduction from the produce uf labour. They are only a fair remunera- 
tion for that part of the production contributed by the capitalist, 
estimated exactly in the same way as the contribution of the 
labourer.' ^ 

This amounts to saying that labour can produce more 
when it has tho use of capital, and that profits are the amount 
which the owner of tho capital receives in exchange for the 
advantages obtained in production by the use of the capital 
It recognises that the amount received by the capitalists is 
not the whole amount which is due to the existence of the 
capital, but only a part of this amount. For instance, if the 
income of England, without any capital, would be but 1 
instead of 100, it does not follow that the whole i% are 
profits at present. 

The weak point in the explanation of profits given by 
Lauderdale and Malthus is that, while thoy show clearly 
enough that the existence and use of capital is an advantage 
to production, and that the whole advantage cannot be 
reaped by the capitalist, they fail to show why the advantage 
has to be paid for at all, why the ' services' of capital are not 
like those of the sun, gratuitous 

Ricardo, who knew very well what profits meant in the 

* Political Sconomyt lit ed. pp. 60, 81. 
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concrete, was little interested in the abstract question of their 
nature and origin. He gives no definition of the term, and no- 
where fonnally expresses any opinion on the subject. It seems 
clear, however, that with him, Laudenlole's theory had gone, 
for nothing. In reading his works, we find ourselves again, 
starting from Adam Smith's standpoint. Profits again ceasoj 
to have anything to do with the 'productive power of capital, 
or the advantage which the use of capital may be in pro- 
duction. But while Adam Smith treated them as a deduction 
from the natural recompense of labour, Ricardo looks on them 
rather as a surplus of pro<luce over and above natural wage& 
The surplus exists, according to him, because the worst land 
actually under cultivation, or rather the least productive 
agricultural labour employed, returns moi*o produce than is 
v^ required to pay wages. It always will exist, because the 
population or amount of labour employed, and consequently 
the productiveness of the least productive agricultural labour, 
depend on the amount of capital, and capital never will be 
accumulated to such on extent as to reduce the productive- 
ness of the least productive agricultural labour so low that 
the produce would only suffice to pay the wages. The motive 
for accumulation will 'diminish with every diminution of 
profit, and will cease altogether * when the profits are so low 
as not to afford the farmer and the manufacturer ' an adequate 
compensation for their trouble, and the risk which they must 
necessarily encounter 'm employing their capital productively.' ^ 

The justice of profits had scarcely been denied, and the 
claim of the labourer to the whole produce of labour, which 
afterwards became, for a time at least, the basis of the 
socialist movement, had not been very loudly asserted in 
1821, but in James Mill's ElcTnents some apprehension of 
the approaching storm may be detected, Ricardo, for free 
trade purposes, had endeavoured to induce the farmer to 
stand shoulder to shoulder with the manufacturer and 
the merchant in their fight against the landlords. James 
Mill was willing to second his efforts in this direction, but also 
showed a desire to strengthen the position of the capitalist 
against the labourer by justifying the existence of profits. 

After dividing ' the persons who contribute to production' 

1 UtecL p. 136; 3d ed. Worka, p. 68. 
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into the two classes of labourers and capitalists, * the one the 
class who bostow the labour, tho other the class who furnish 
the food, the raw material, and the instruments of all sorts, 
animate or inanimate, simple or complex, which are em- 
ployed in producing the effect,' he declares that each of 
these classes 'must' have their share of the commodities 
produced, and that the capitalist 'expects' a share: raw 
material and tools are provided for the labourer by the 
capitalist, and *for making this provision the capitalist, of 
course, expects a reward.' ^ Here there is obviously some 
tendency to assimilate, so far as possible, the position of tho 
capitalist with that of the labourer. Later on. James Mill 
tries not merely to assimilate tho effects produced by capital 
and by labour, but to identify them. Tho ' quantity in which 
commodities exchange for one another' depends, according 
to him, upon cost of production. Now cost of production, 
he says, appears at first sight to consist 'in capital alone/ 
by which he seems to mean capital and the profit upon the 
capital, since he immediately proceeds to say : — 

*The capitaliat pays the wages of his labourer, buys the raw 
material, and expects that what he has expended almll be returned 
to him in the price with tho ordinary profits upon tho whole of the 
capital employed. From this view of the subject it would appear 
that cost of production coosista exclusively in the portion of capital 
expended, together with tbo profits upon the whole of the capital 
employed in elTecting the production.' ' 

But, he explains, the ' first capital must have been the 
result of pure labour ' ; its value must consequently have been 
'estimated by .labour/ and so also must the value of later 
capitals created by the aid of the first capital ; and * if the 
value of capital must be determined by labour, it follows upon 
all suppositions that the value of all commodities must be 
determined by labour.* He concludes, therefore, that the 
answer to the question with which he set out, * What deter- 
mines the quantity in which commodities exchange for one 
another?' is nothing but 'Quantity of labour/* Beseems 
to have forgotten that in the apparent cost of production he 
had included not only the capital expended, but also 'the 

> lit ed. pp. 8-11. 24. * ihiJ., p. 70. * Uml,, pp. 72, 73. 
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profits upon the whole of the capital employed.' The explana- 
tion of the oversight is that he was led away from a close 
connideration of the question as to what determines the 
quantity in which conmiodities exchange for one another 
by a desire to refute the theory put forward by Torrens, 
to the eiTect that after the labourers and the capitalists 
become two different classes, * it is always the amount of j 
capital or quantity of accumulated labour, and not, as before 
this separation, the sum of accumulated and immediate 
labour, expended on production, which determines the ex- 
changeable value of commodities.'* Now into this contro- 
versy the question of profits does not enter. Torrens yrsai 
talking of the * natural price' of commodities, and he 
considered that proBts are a surplus created during the 
process of production, which is not included in 'natural 
price,' though it is included in 'market price.' Market 
price, he says, will exceed natural price by the customary 
rate of proHt,* and after laying this down, he osserta 
in the coolest manner, 'Tilings equal in natural price will 
also, upon the average, be equal in market price.'* He 
assumes, in fact, that proiit is an addition of a certain per- 
centage to the ' cost of production,' or, as he calls it, ' natural 
price.' James Mill, in refuting him, insensibly adopted the 
same assumption. If the cost of production of A is £100 
of 'capital expended/ and that of B is £200 of 'capital ex- 
pended,' 1 B will be worth 2 A, so long as an equal percentage 
is added for profit to the £100 and the £200. 

If it bo decided, no matter by what illogical arguments, 
that 'cost of production regulates the exchangeable value 
of commodities,'* and that 'the exchangeable value of all 
commodities is determined by quantity of labour,' ° it is 
very natural to infer that cost of production must consist 
of labour alone, that as the remuneration of labour is wages, 
the whole of the commodity or produce must be resolvable 
into wages alone, and therefore, that if a part of the produce 
IS profits, profits must bo wages. M'Culloch seems to have 
been the first to draw this inference. He boldly asserted 

» Production qf Wealth, pp. 39, 40. » Ihid., p. 61. 

• Ibid., p. 66. * Jamea Mill, ElemaUs, Ut. ed. p. (». 

» Ibid., p. 73. 
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in tho Ene^dopadia Bnknmim SuppltiDiiit (ISSSX dAl 
' the profits of stock are otij snothsr man* tot ibs mt^ 
of QcemmMlmiad is&wr.* * Jamss Mill i^mifiUy luiopltK) Ui«>' 
ide«. The8eooiMl«litiiOQoriusJEIsiH«ii<«(lSM)ooi^ 
addition to the chaptar oo ' What dstarmiiMiB Ihs i; 
in which cc^nimoditias oxohango for ono another V In Uiiit 
bo says ' there is one phonoinontni Arhioh i» brtHight to 00&* 
trovert* tiio coucIumou tliat quimtity of lalmur dstannilHM 
the proportion in which oomuioditisa axohanga for oua 
another : — 

* It is said that th« exchnngoftblo raUxo of commodition bt afloctoil 
by time, without the intervonlioii of luNiur; Ikmkhwo when protlu nf 
stock must bo iiictuded, so much must bo iuido<l for ovwry {Kirtluii nf 
time which the prixluction of ono comttitKlity nM|uiroii bnyoiul thai of 
another. For oxaiD^jle, if tho sanio qmuitity u( bibour him phntiU'iMl 
la the same season acaak of wino uml twenty aoaki of flovir. tlioy will 
ezchaDge against one another at Uio end of the eoMon ; Inil if tho 
owner of the wine places the wine in his cellar and koeiM it for li 
couple of yeara, it will bo worth more thnn tho twonty mioIch *>f flitur, 
because the proBts of stock for tho two ynni-n inimt Uo ivldmt to tli« 
original price. Here, it is at!lt'niot1, thoro hiislMiou no now upplioiitlon 
of labour, but bore there ih an luJdiL'iun of viiluo ; quantity of lahouri 
therefore, is not tho principle by which oxchunguubte vuhie k 
regulated.' ^ 

To tho ordinary niiiid Mio olijoc.tion ftpponni porfmitly 
sound, but James Mill douiua tluit thoro him bouii no now 
application of labour : — 

' To this objection/ he says, ' I reply that it is foundud u|ion a 
misappreheruiiun with renpcct to thn nature of profile, IWItA am In 
reality the measure of quantity of luboiir; and tho only moMUro of 
quantity of labour to which, in tho case of capital, we can resort. 
This can be prored by th« most rigid analysis.' * 

The 'rigid analygiii * consiaU in «howin^' that tho . f 

a machine usc<i ff^r profit getM back tho vuluo of thi; • 
in the shape of an annuity ' ilxed by tho couj|>etitifm of tho 
market, and [frie] which m therefore aa exact oqutval«nt (ar 
tho capital sum/ The capital rakie was ssUled tj tlis 
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quantity of Labour expended on the machine, and so each year's 
umuity is settled by the quantity of labour expended : — 

'Capital is allowed to be correctly described nnder the tide of 
hoarded labour. A portion of capital produced by 100 dajs^ labour 
U 100 days* hoarded lal:>our. But the whole of the 100 days' 
hoarded labour is not expended when the article constituting the 
capital is not worn out. A part is expended, and what part ) * ' 

Ordinary persons consider that an article is half-wom out 
when it has suffered half the use that it is capable of sus- 
taining before it is entirely worn out ; for example, if a carpet 
will last six years, it is half worn out when it has been in 
use for three years. If, then, a carpet were really ' hoarded 
labour,' instead of a woollen fabric used for covering floors, we 
might say that half the hoarded labour had been consumed 
at the end of three years, James Mill, however, answers the 
question what part of the hundred days' hoarded labour is 
expended very differently : — 

' Of this/ he says, * we have no direct, we have only an indirect 
measure. If capital paid for by an annuity is paid for at the rate of 
10 per cent, one-tenth of the hoarded labour may be correctly con- 
sidered as expended in one year.' ^ 

Now by this he cannot mean that one-tenth of the 
hundred days' labour expended in making the machine may 
be correctly considered as expended in one year, for this 
would lead to aa absurd result. Suppose, for example, that 
the machine is a new cut for a brook, which will last an 
unlimited time without any repairs. A thousand times ten 
days is ten thousand daj^s, so at the end of a thousand years 
ten thousand days* labour would have been expended, 
according to James Mill, although the machine only cost 
one hundred days. Suppose again, that the machine is one 
which will last only six years ; then the capitalist will get 
for six years (in order to obtain his 10 per cent) the value 
of about twenty-three days' labour per annum, ten for profit 
and ihirteon for depreciation. Six times 23 is 138, so hero 
again the total ' labour expended ' amoimts to more than 
the whole labour expended in making the machine. And it 
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is obvious that this is always the case when there are 
any profits. 

Mill's labour expended is, in fact, not the original labour 
at all. but new labour somehow performed by the machine. 
If, ho says, a commodity were made wholly by a machine 
which required no attendance and no repairs, its price would 
entirely consist of profits : — 

' But it would Burely be absurd to say that labour had nothing to 
do in creating the value of such a commodity, since demonstratively 
it is labour which gives to it the whole of its value ; and if it could 
be got without labour it would have no value at all. It is hoarded 
labour, indeed, not immediate labour, which has created its value. 
But as immediate labour creates value in proportion to the quantity 
of it applied, so also does hoarded labour ; nor is there any other 
principle upon which it can be conceived to do so. If there are two 
machines of the nature supposed above, the one of which is 
100 days* hoarded labour, the other 200, the day's produce of the 
one will be twice the value of the day's produce of the other. 
Why 1 Because twice the quantity of labour has been applied to it. 
The case is precisely the same when what they call allowance for 
time is taken into account. If the 100 days' hoarded labour is 
applied for two days, its produce will be equal in value to one day's 
produce of the 200 days* hoarded labour. Why t Because 100 days' 
hoarded labour applied for two days is equal in quantity to 200 
days applied for oue day.' * 

M'Oulloch. however, was not to be outdone. In his Prin- 
dpUa of Political Ecovomy (1825) he finds it impossible 
to see any important distinction between wages and proHts. 
Profits might bo called the wages of accumulated labour, and 
wages might be called the profits of * the proprietors of the 
machine called man, exclusive of a sum to replace the wear 
and tear of the machines, or, which is the same thing, to 
supply the place of the old and decayed labourers with new 
ones.*^ A tree now worth £25 may have been planted a 
hundred years ago at an expense of one shilling : its value, 
according to M'CuUoch, is entirely due to labour. The ori- 
ginal shilliiigswortb of labour was no doubt a trifling amount, 
but then, as capital or accumulated labour, it has been a 
whole century at work, and the annual produce has been 
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saved up. ^ Siinikrly, when certain kinds of wine acquire 
increased value by being kept, this is simply due to the fact 
that the capital or accumulated labour embotliod in the wine 
has been at work Some wines do not improve by keeping; 
in these the capital has not worked, or rather its labour is 
misdirected or thrown away.' This being so, we may con- 
clude that the reason why the inanimate labourers called 
capital are able to bring in a remuneration, not to thomsolvea, 
but to their owners, is simply that they produce something. 
James Mill, in his third edition (1826), endeavoured to 
explain the rise in the value of the stored-up wine aa 
follows : — 

* It ia no solution to Bay that profits must be paid ; because this 
only brings na to the question, why must profita be paid 1 To this 
there is no answer but one, that they are the remuneration for labour ; 
labour not applied immediately to the commodity in question, but 
applied to it through the medium of other commodities, the produce 
of labour. Thus a man has a machine, the produce of 100 days' 
labour. In applying it the owner undoubtedly applies labour, 
though in a secondary sense, by applying that which could not bare 
been hod but through the medium of labour. This machine, let us 
suppose, 19 calculated to last exactly 10 years. One-tenth of the 
fruits of 100 days' labour is thus expended every year; which 
is the same thing, in the view of cost and value, aa saying that 10 
days* labour have l>een expended. The ovmer is to be paid for 
the 100 days' labour which the machine costs him at the rate of so 
much per annum ; that ia, by an annuity for ten years equivalent to 
the original value of the machine. It thus appears that profit« are 
simply remunenvtion for labour. They may, indeed, without doing 
any violence to language, hardly even by a metaphor, be denominated 
wages : the wages of that labour which is applied, not immediately by 
the hand, but mediately by the instruments which the hand has pro- 
duced. And if you may measure the amount of immediate labour by 
the amount of wages, you may measure the amount of secondary 
labour by that of the return to the capitalist' ' 

These absurd doctrines show the danger of trying to solve 
economic problems by analysii^ the constituents of the value 

» Pp. 316, 317. 

> Pp. 3U-316. In the 2d ed. (1830) all this matt«r is omitted, tboagh 
M'Callocb itiU asserts that *the profits of capital are only another name f« 
the wages of accumalatod labour ' (p. 355). * Pp. 102, 103. 
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of a commodity. Had James Mill and M'Culloch kept before 
them the iilea that the whole produce or income of u country 
consists of three shares — wages, profit, and rent, they would 
never have endeavoured to explain why prolits are paid by 
asserting that profits are wages. No amount of confused 
reasoning about value can get over the fact that every year a 
large portion of the income of the community is received by 
certain persons not as remuneration for labour, nor as rent 
of land. If profits are remuneration for labour, we must ask. 
Whose labour ? Not that of the capitalists, for qud capitalista 
they do not labour. Not that of the labourers of previous 
years who created the capital, or some of it, because these 
were all paid their wages at the tima 

Senior was too able a man to try to make profits into 
wages, but he was desirous of showing that profits, like wages, 
are the remuneration of something, and hit on the idea that 
they are the remuneration of the conduct or the sacrifice 
involved in ' abstinenca' * By the word abstinence,' he says, 
* we wish to express that agent distinct from labour and the 
agency of nature, the concurrence of which is necessary to the 
existence of capital, and which stands in the same relation to 
profit as labour does to wages.* ^ And again : — ' The words 
capital, capitalist, and profit ' ' express the instrument, the 
person who employs or exercises it, and his remuneration ; 
but there is no familiar term to express the act, the conduct, 
of which profit is the reward, and which bears the same rela- 
tion to profit which labour does to wages. To this conduct 
we have already given the name of abstinence/* No sus- 
picion ever seems to have crossed his mind that possibly the 
conduct of which profit is the ' reward ' has no name because 
it has no existenco. Wlicn he has once got a name for this 
imaginary conduct, all is plain sailing. If any profits are 
obviously not the reward of abstinence, all that is required is 
to say that they are not profits but rent. As we have already 
aeen,^ Senior avails himself very freely of this expedient, con- 
sciously or unconsciously excluding from profits the income 
from all inherited property. He thus mf^es abstinence co- 
extensive with saving. A comical result ib that a millionaire 

' PolUieai Economy ^ 8vo mL p« 50. 

> IM., p. 89. - * Abov«, pp. 196-199. 
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who saves £30,000 a year, and spends £10,000 on himself, is 
more abstinent than a clerk who saves £10 a year and spends 
£100 on hiniselC Senior goes very near admitting this when 
he says that * among the different classes of the same nation 
those which are the worst educated are always the most 
improvident, and consequently the least abstinent.' ' By the 
' worst educated ' he means to indicate the class which is also 
the poorest. 

Thus his theory does not really take us beyond the pro- 
position that capital is the result of saving, and that people 
would not save if no income could bo obtained from savings. 
Granting this to be true, it does not explain why an income 
can be obtained from savings. The train of thought in 
Senior's mind evidently was that labour is disagreeable, and 
is therefore rewarded ; abstinence is also disagreeable, and it 
also is therefore rewarded. He took it for granted that the 
reason why labour is rewarded is that it is disagreeable. Hero 
he was wrong. Labour is rewarded not because it is disagree- 
able but because it produces wealth. If every kind of labour 
were always most agreeable, it would still produce wealth, and 
still receive at least a portion of this wealth as its reward. 

Senior is at least entitled to the credit of having seen that 
profits had not been satisfactorily explained, and of having 
made an attempt to supply the wanL J. S. MiU, on the other 
hand^ seems to have been totally unaware that an3rthing was 
lacking. He begins by adopting Senior's explanation of the 
existence of profit * As tho wages of the labourer/ he sa3r8, 
* are the remuneration of labour, so the profits of the capitalist 
are properly, according to Mr. Senior's well-chosen expression, 
the remuneration of abstinence.' Then he throws in a little 
of his own peculiar and unfounded notion, that all capital is 
consumed.^ ' They arc what he,' that is, the capitalist, ' gains 
by forbearing to consume his capital for his own uses, and 
allowing it to be consumed by productive labourers for their 
uses/ We must say, then, that the owner of a steara-en^o 
gets his profit by forbearing to consume the engine for his 
own uses, and allowing it to be consumed by productive 
labourers for their uses. What we are to say as to the profit 
obtained by a com merchant who retains corn in his possession 



* PoiUkaU Ikmomfft 8vo ed. p. 60. 
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from one harvest to near the next, in order to supply the 
consumption of landlords or unproductive labourers, it is 
difficult to imagin& How ciui he be said to have allowed the 
corn to be consumed by productive labourers for their uses ? 
'For this forbearance/ Mill continues, *he' (the capitalist) 
• requires a recompense.' Possibly ; most of us will require or 
ask for a recompense on every occasion when there is the 
least chance of getting one, but why is it that he succeeds in 
getting it? Instead of asking this question, Mill seems 
to be struck by the question ' Does he get a recompense V 

* Very often in personal enjojrment he would be a gainer by 
squandering his capital, the capital amounting to more than the sum 
of the profits which it will yield during the years ho can expect to 
live. But while he retains it nndiminished, he has always the power 
of cousuming it if be wishes or needs ; he can bestow it upon others 
at his death ; and in the meantime he derives frum it an income 
which he can, without impoverishment, apply to the Batiafaction of 
hia own wants or inclinations.' ^ 

Lower down, however, in controverting the opinion that 
profits depend on prices, or on purchase and sale, he finds it 
necessary to return to the subject: — 

'The cause of profit ia that labour produces more than is required 
for its support. The reason why agricultural capital yields a profit is 
because human beings can grow more food than is necessary to feed 
them wln'le it is being grown, including the time occupied in con- 
structing the tools and making all other needful preparations ; from 
which it is a consequence, that if a capitalist undertakes to feed the 
labourers on condition of receiving the produce, he has some of it 
remaining for himself after replacing bis advances. . . . We thus 
see that prolit arises nut from the incident of exchange, but from 
the productive power of labour; and the gt^neral profit of the country 
is always what the productive power of labour makes it, whether any 
excliange takes place or not. If there were no division of employ, 
ments there would be no buying or selling, but there would still be 
profit. If the labourers of the country, collectively, prodnce twenty 
per cent more than their wages, profits will be twenty per cent, 
whatever prices may or may not be.' * 

^ Frinciplu, Bk. n. oh. xv. § 1 ; 1st ed. vol L p. 477 ; People*e ed. 
p.2i5a. 

* ihiiLf Bk. II. cb. xv. $ S ; People'i ed. p. 2fi2; not in Ut ed. 
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In this passage J. S. Mill is evidontly looking at the 
question simply from the Ricanlitui sLundpoiut. Profits 
appear to be a mere surplus over and above wages, and a sur- 
plus which has nothing whatever to do with any service or 
usefulness of capital. The clear explanation of T^uderdale, 
who knew that profits are obtained because the same amount 
of labour produces more when it has the use of capital 
than when it has not, and the confused attempts of 
M*Culloch and James Mill to identify profits with wages, 
have alike gone for nothing. 



§ 5. The Origin and Cause of Bent 

As we have already seen, Adam Smith made no attempt 
to confine tlie meaning of the rent of land to so much of the 
periodical payments commonly called rent as may be left 
after deducting all that can be considered due to the invest- 
ment of capital in the soil. In treating of the nature of rent, 
he finds it necessary to explain that the whole of rent is not 
due to the investment of capital. This he proves by adduc- 
ing the fact that landlords demand a rent even for laud which 
is altogether unimproved. When rent is paid for the oppor- 
tunity of gathering kelp on the sea-shore, or for fishing round 
the Shetland Islands, it is paid not only for something 
unimproved, but for something wliich ' is altogether incapable 
of human improvement.' The rent of land is therefore, ho 
concludes, something different from profits ; 'it is not at all 
proportioned to what the landlord may have laid out upon 
the improvement of the land, or to what he can afford to 
take,' but is ' naturally a monopoly price.' ' 

As to why tho landlord gets a monopoly price or more 
than the ordinary profit on any capital that may have been 
invested, Adam Smith is unusually obscure. In the chapter 
on tho 'Component parts of tho price of commodities/ ho 
says: — 

' Afi BOOD as the land of any country has all become private pro- 
perty, the liindlorda, like all other men, love to reap where tbey never 
sowed, and demand a rent even for its natural produce. The wood 
of the forest, tho grass of the field, and ull the natural fruits of tho 

> Bk. L ch. zi pp. 66. 67 a. 
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earth, which -when land was in common, cost the labourer only the 
trouble of gathering them, come» even to him, to have an additional 
price fixed upon them. He must then pay for the licence to gather 
them ; and must give up to the landlord a [>ortiou of what his labour 
either collects or produces. This portion, or what comes to the same 
thing, the price of this jiortiou, constitutes the rent of land, and in 
the price of the greater part of commodities makes a third component 

pflTt.'! 

Here the denmnd of the landlord for a share of the pro- 
duce seems to have the effect of adding something to what 
would otherwise be the price of the greater part of com- 
modities, but in the chapter on Rent Adam Smith says, 
either in explanation or contradiction of this passage, that 
rent 

* enters into the composition of the price of commodities in a different 
way from vmges and profit High or low wages and profit are the 
causes of high or low price ; high or low rent is the effect of it It is 
because high or low wages and profit must be paid in order to bring a 
partioolar commodity to market that its price is high or low. But it 
ia because its price is high or low, a great deal more, or a very little 
more, or no more, than what is sufficient to pay those wages and pro- 
fit, that it affords a high rent, or a low rent, or no rent at all.' * 

Looking on rent so much more as a part of the price of 
commodities than as a part of the produce of land, Adam 
Smith was led into an inquiry as to what commodities have 
rent as a part of their price, instead of as to what sort of land 
yields rent The fact that the rent of the land on which any 
particular kind of produce is grown varies with ita fertility 
and situation, he treats as an obvious commonplace, which 
needs Httle or no development.^ 

Food for man, he maintains, always and necessarily affords 
some rent to the owner of the land on which it is grown. 
Other sorts of produce sometimes may and sometimes may 
not The reasoning by which he tries to prove that food 
always contains rent in itii price, or always yields a rent, is, as 
might be expected, not of a very convincing kind : — 

' As men/ he says, ' tike all other animals, naturally multiply in 
proportion to the means of their subsistence, food ia always more or 
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less in demand. It can always purchase or command a greater or 
smaller quantity of labour, and somebody can always be fuuod who 
is willing to do something in order to obtain it' * 

Now this statement is quite as tnie of most other com- 
modities as it is of food. If anything it is rather more true 
of most other commodities than of food, for, as Adam Smith 
liimself observes, ' the desire of food is limited in every man 
by the narrow capacity of the himaan stomach, but the desire, 
of the conveniencies and ornaments of buildini^, dross, equipage,' 
and household furniture, seems to have no hmit or certain 
boundary/' Circumstances can be conceived in which the 
Koh-i-noor diamond would not exchange for n small quantity 
of bread, but circumstances can not only be conceived, but 
are constantly occurring, in which a great quantity of food is 
thrown away because it is unsaleable ; because, in fact, no one 
' can be found who is willing to do something in order to 
obtain it/ In ordinary circumstances, metals, clothes, and 
houses are just as much always more or less in demand as 
food ; they can always purchase or command a greater or 
smaller quantity of laboiu", and somebody can always be found 
who is willing to do something in order to obtain them. 
Regardless of this, Adam Smith, after a short parenthesis, 
continues : — 

' But land in almost any situation produces a greater quantity of 
food than what ia fiullicient to maintain all the labour necessary for 
bringing it to market in the most liberal way in which that labour is 
ever maintained. The surplus, too, ia always more than sufficient to 
replace the stock which employed that labour, together with its < 
profits,' 

This is only a verbose method of asserting that land ' in 
almost any situation ' will produce more food than is required 
for paying the wages of the labourers and the profits of tho 
capit^st who cultivate it 'Something, therefore/ Adam 
Smith concludes, ' always remains for a rent to the landlord/ 
In order to give definiteness to his assertion about land ' in 
almost any situation,' he goes on to observe that : — 

'The most desert moors in Norway and Scotland produce some 
sort of pasture for cattle, of which the milk and the increase are 

> P. 67 6. «P. 766. 
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always more than sufficient, not only to maintain all the labonr 
necessary for tending them, and to pay the (irdinary profit to the 
fanner or owner of the herd or flock^ but to afford some small rent to 
the landlord/ 1 

Among tho products of land wliich do not always afford 
a rent to the landlord, Adam Smith seems to have given the 
chief place to wool, skins, timber, stone, and minerals. Wool 
and skins are necessarily produced along with meat, and so, 
he says, when food consists almost entirely of the flesh of 
animals, thero is such a superabundance of these articles, that 
they are worth little or nothing, and cannot afford a rent to 
the landlord.* This is a reasonable, but not strictly accurate 
view. If the landlord alrcivdy has a rent from the food, the 
addition of the wool and skins to the produce should afford 
him some additional rent, even if a very small one. As to 
timber, stone, and minerals, Adam Smith says that in many 
parts of Scotland good stone quarries afford no rent, and that 
in some places the landlord generally gives away timber for 
building houses ' to whoever takes the trouble of asking it/* 
while coal and other mines, he thinks, are sometimes too 
barren, and sometimes too far removed from the market to 
pay more than wages and profits. There thus appears to be 
a separate reason why each of the different classes of products 
other than food do not resemble food in always affording a 
rent to the landlord. Adam Smith's explanations do not 
amount to much more than a statement that the value of the 
produce of ]al»ourers who produce food is always more than 
sufficient to pay their wages, and that this sometimes is, and 
sometimes is not, the case with the value of the produce of 
labourers who produce other things. 

The second statement is true enough, but the first is not. 
Adam Smith, indeed, gives away his caae by only asserting 
that land in almost any situation produces a greater quantity 
of food than is sufficient to pay the wages and profits ot 
cultivators. If there is land in any situation which cannot 
do this, his conclusion that something always remains for 
rent is incorrect. That there is such land every one knows. 
Adam Smith speaks of barren moors in Norway, but there is 
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a lowor degree of fertility and proximity to the market than 
moors in Norway. There are the Sahara and Greenland's icy 
mountains. Between these most barren and distant regions 
there are lands of every quality and situation, so that it is 
reasonable to assume that the worst land used in the pro- 
duction of food is not good enough to yield any appreciable 
amount of rent, but only good enough to yield the expenses 
of cultivation and profits on the capital employed, and a mere 
peppercorn to the landlord if it is cultivated by a tenant and 
not by an owner. This was evident to Jamos Anderson, the 
Abordeonshire farmer whom we have already had occasion to 
quote.' In his Inquiry into the nature of the Com Laws 
with a view to the new Corn BUI for ScotUi^id, which he 
published in 1777, he gave a numerical example of the cost 
of raising a boll of oatmeal on soils of various degrees of 
fertility, which makes it obvious that it may bo profitable to 
raise food from land which yields no rent.* In his Observa- 
lions on the means of reciting a npirit of Nation/jl Industry, 
published in the same year, he explained rent as a premium 
paid for cultivating the more fertile soils : — 

'In every coantry there are various soils, which are endued with 
different degrees of fertility ; and hence it munt happen that the 
farmer who cultivates the moet fertile of these can afford to bring his 
corn to market at a much lower price than others who cultivate {>oorer 
fields. But if the com that grows on these fertile spots is not sufficient 
fully to supply the market alone, the price will naturally be raised in 
that nmrket to such a height as to indemnify others for the expense of 
cultivating poorer soils. The farmer, however, who cultivates the 
rich spots will be able to sell his com at the same rate in the market 
with those who occupy poorer fields ; he will, therefore, receive much 
more than the tntrhuic value for the com he rears. Many persons 
will, therefore, be desirous of obtaining possession of the^e fertile 
fields, and will be content to give a certain premium for an ezolosive 
privilege to cultivate them ; which will be greater or smaller according 
to the more or less fertility of the soil. It is this premium which 
constitutes what wo now call rent, a medium by means of which the 
expense of cultivut'mg soils of very different degrees of fertility may 
be reduced to a perfect equality.' * 



1 Above, pp. 145, 146. 
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Quarter of a century later he was still teaching the same 
doctrine. ' Rent/ he says in his Recreations, ' is in fact 
nothing else than a simple and ingenious contrivance for 
equalising the profits to be drawn from fields of different 
degrees of fertility, and of local circumstances, which tend to 
augment or diminish the expense of culture.' ^ His answer 
to the question, Why is rent paid ? may thus be said to bo, 
Rent is paid for all land for which it is paid, because such 
land is more fertile than the worst land which, at the prices 
prevailing, it is profitable to cultivate. This answer is incom- 
patible with Adam Smith s way of regarding the subject, but 
both Adam Smith and Anderson failed to notice the incom- 
patibility, or did not consider it of any importance. The 
passage from Anderson's Observations occurs in the course of 
a long attack upon Adam Smith's opinions on the effect of 
the bounty on the exportation of corn from England, but 
Anderson did not remark that Adam Smith's theory of rent 
was incorrect, and Adam Smith, who, as Professor Ingram 
observes,' can scarcely have failed to see Anderson's criticism, 
did not amend his theory. The fact is that Anderson wrote 
before the time had come for regarding the question why 
rent is paid aa an interesting and even an exciting one. 

But in 1814, when every one was thinking of protection, 
prices, and rents, circumstances were much more favourable. 
In that year the question was definitely asked in David 
Buchanan's edition of the Wealth of Nations. In a note on 
a passago in Book i. chap, vi.^ Buehauan observes: — 

' Dr. Smith hero statcfi that the landlords, like other men, love to 
reap where they never sowed, and demand a rent even for the natural 
produce of their land. They do so. But the question is why this 
apparently unrea8onal>le demand ia so generally applied with. Other 
men abo love to reap where they never sowed, but the landlords 
alone, it would appear, succeed in so desirable an object.'* 

Buchanan does not succeed in satisfactorily answering his 
own question. The price of corn, he thinks, is settled entirely 
by demand and supply, and the state of demand an<l supply 
is always such that the price is suihcient to yield a surplus 



> Vol. V. p. 403. 
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tioo, at tome tone or other, to pat diem in a form for poblicUioa ; 
and the very near connexion of the sabjeet of the present mquiiy with 
Urn topiee immediately onder disciision has induced roe to hasten its 
at the preeent moment, It is the duty of those who hare 



I 



" Vol L p. 274, 
■ VoL iii. p. 272. 
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any means of contributing to the public stock of knowledge not only 
to do so, but to do it at the time when it is most likely to bo useful, 
If the nature of the disquisition should appear to the reiider hardly to 
suit the form of a pamphlet, my apology must be, that it was not 
originally intended for so ephemeral a shape.' 

At the outset of the tract itself, he says that rent 

'has perhaps a particular claim to onr attention at the present moment, 
on account of the discussions which are going on respecting the Com 
Laws, and the effects of rent on the price of raw produce and the pro- 
gress of agricultural improvement.* ' 

The question why rent is paid thus became one of practical 
politics. 

Malthus's answer to the question is threefold. Kent, he 
says, is paid because (1) the land produces more than enough 
to maintain its cultivators; (2) the necessaries of life have a 
peculiar quality of ' being able to create their own demand, 
or to raise up a number of demanders in proportion to the 
quantity of necessaries produced'*; and (3) the most fertile 
land is comparatively scarce. If any one of these three 
causes wore absent, there would be no rent First, if the 
whole land wore such that it could not be made to produce 
more than a sustenance for its cultivators, there could 
obviously be no surplus produce for rent, however much the 
land might be monopolised. Secondly, if population did not 
increase with the increase of food, an increase in the quantity 
of food produced would cause the price of food to fall to its 
cost of production, thus again leaving no surplus for rent. 
Having explained this, Malthus considers himself justified in 
pronouncing a panegyric upon rent, without waiting for the 
discussion of his third cause. He inquires rhetorically if rent, 
far from being a mere ' transfer of value advantageous only to 
the landlords, and proportionably injv/ri<ms to the consumers/ 
is not, on the contrary, 

* The fcuthor of An inquirff intc tho$t prMrtp/« re*pee{ing the nature pf 
demand arui Cht nectMUy qf eoruumption laUly advocated by Mr, Sfalthvs, uya, 
'When Mr. Malthufi publiabed hia Kuay on Hent, It seeiiiB to have been 
partly with a view to anawor tho cry of ** No landlords, " which then '* atood 
rubric on tho wftlla,'" (p. 108). He refern to the propaganda of ThomAi 
Spence, the carl; forarimucr of Mr. Ueuxy Oeorgs. * P. S. 
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'a dear indication of a moat inestimable qnoltty in the soil which God 
Ins bestowed upon man — the qnality of being able to maintain moro 
penona than are naeemuj to work it Is it not a part, and we shall 
Boe further on that it is an absolutely neoeasary part, of that sniplos 
produce from the land which has been jttstlj stated to be the sotm;6 
of all power and enjoyment ; and without which^ in fact, there would 
be no cities, no military or naval force, no arts, no learning, none of 
the finer manufactures, none of the conTeniences and luzuriea of 
foreign countries, and none of that cultivated and polished society 
which not only elevates and dignifies individuals, but which extends 
its beneficial influence tlirough the whole mass of the people,' ^ 



But he ifi Dot yet, to use a colloquial expression, out of 
the wood, and be proceeds to make an admission, afterwards 
used against him with fatal effect. As to the third cause of 
rent, ' the comparative scarcity of the most fertile land/ ho 
speaks as follows : — 

' In the early periods of society, or more remarkably, perhaps, 
when the knowledge and capital of an old society are employed upon 
fresh and fertile land, this suqjlus produce, this bountiful gift of Pro- 
vidence, shows itself chiefly in extraordinary high profits and extra- 
ordinary high wages, and appears but little in the shape of rent. 
While fertile land is in abundance, and may be had by whoever asks 
for it, nobody, of couree, will pay a rent to a landlord. But it is not 
oonsistent with the laws of uature, and the limits and quality of the 
earth, that this state of things should continua Diversities of soil 
and situation must necessarily exist in all ooontries. All land cannot 
be the most fertile : all situations cannot be the nearest to navigable 
rivers and markets. But the accumulation of capital beyond the 
means of employing it on laud of the greatest natural fertility and the 
greatest advantage of situation must necessarily lower profits; while 
the tendency of population to increase beyond the means of subsist- 
ence must, after a certain time, lower the wages of labour.' * 

Then the value of food will he in excess of its cost of pro- 
duction, including profits^ ' and this excess is rent' 

*Nor is it possible that these rents should permanently remain as 
parts of the profits of stock or of the wages of Labour. If such an 
accumulation were to take place as decidedly to lower the general 
profits of stock, and couscquoutly the expenses of cultivation, so as to 



» Pp. 16, 17. 
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make it answer to cultivate poorer land, tlie cultivatora of the richer 
land, if they paid no rent, would cease to be more farmers or persons 
living u]>on the profits of agricultural stock. They would unite the 
characters of farmers and landlords — a union by no means uncommon, 
but which does not alter in any degree the nature of rent or its essen- 
tial separation from profits.'^ 

A little further on he ro2>eats that the separation of rent 
from profits and wages is inevitable, and again launches into 
panegyric : — 

' It may be laid down, therefore, as an incontrovertible truth, that 
as a nation reaches any considerable degree of wealth, and any con- 
siderable fulness of population, which, of course, cannot take place 
without a great fall both in the profits of stock and the wages of 
labour, the separation of rents, as a kind of fixture upon lauds of a 
certain quality, is a law as invariable as the action of the principle of 
gravity. And that rents are neither a mere nominal value, nor a value 
unnecessarily and injuriously transferred from one set of people to 
another ; but a most real and essential part of the whole value of the 
national property, and placed by the laws of nature where thoy are, on 
the land, by wliomsoever possessed, whether the landlord, the crown, 
or the actual cultivator.** 

Ricardo, as a free-trader anxious for cheap com, naturally 
objected to Malthus's panegyric on rent*. Of Malthus's three 
causes of rent, the third was the only one which appealed 
to his mind. The first, the fact that land produces more 
than enough to maintain its cultivators, only makes rent pos- 
sible, and does not cause it to exist ; ' it is one thing to be 
able to bear a hig-li rent and another thing actually to pay it. 
Rent may be lower in a country where lands are exceedingly 
fertile than in a country' where they yield a moderate return.'* 
The second cause, ' that quality pecuhnr to the necessaries of 
life of being able to create their own demand, or to raise up a 
number of demandors in proportion to the quantity of neces- 
saries produced,' Ricardo did not believe in. * It is not/ he says, 
'the abundance of necessaries which raises up demanders, but 
the abundance of demanders which raises up necessaries.'* 
But the third oause, the comparative scarcity of the most fertile 



» P. 18. 

' PrinrifiUAt 1st ed. p. 659 ; 3d od. in fTorfar, p. %\1. 
* Ihid., lit cd. p. SaO ; omitted in 2d ed, 
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land, appeared to him sufficient by itself to account for rent, 
when taken in conjunction with the natural increase of wealth 
and population. In the Essay on the Injiueiice of a Low 
Price of Cam on the Profits of Stock, he not only makes 
Malthus's third and least pleasant cause the only cause of 
rent, but also treats it in such a way as to make it appear far 
more unpleasant than it does in Maltbus's Inquhy. In 
MiikhuH's Inquiry ' the comparative scarcity of the moat fer- 
tile land/ which is one of the causes of rent, is looked on as 
if it were a fact of which no one could complain, ' All land 
cannot be the most fertile, all situations cannot be the 
nearest to navigable rivers and markets.* The superior fer- 
tility of the best land is represented as a ' bountiful gift of 
Providence/^ which results in rent. Ricardo, on the contrary, 
in his Essay, takes the most fertile and best-situated land as 
his starting-point, and leads his readers to deplore the niggard- 
liness of nature in not providing more of it, which niggardli- 
ness gives rise, among other things, to rent. The tables are 
completely turned upon Malthas in the iirst four sentences of 
the Essay : — 

' Mr. Mftlthua very correctly defines " the rent of land to be that 
portion of the value of the whole produce which remains to the owner, 
after all the outgoings belonging to its cultivation, of whatever kind, 
have been paid, including the profits of the capital employed, esti- 
mated according to the usual and ordinary rate of the profits of agri- 
cultural stock at the lime being." 

* \Vlienever, tlien, the usual and ordinary rate of the profits of 
agricultural stock, and all the outgoings belonging to the cultivation 
of land, are together equal to the value of the whole produce, there 
can bo no rent. And when the wholo produce is only equal in value 
to the outgoings necessary to cultivation, there can be neither rent nor 
profit In the first settling of a country rich in fertile land, and [nc] 
which may be had by any one who chooses U> take it, the whole pro- 
duce, after deducting the outgoings belonging to cultivation, will be 
the profits of capital, and will belong to the owner of such capital, 
without any deduction whatever for rent"'' 

Malthus had always treated rent as a ' surplus * or ' excess.' 
Hicardo is going to treat it as a * deduction ' &om something 
which belongs entirely to tho farmer in the first instance, and 

» Above, p. 224. » WorkM^ p. 371. 
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would continue to belong eutirely to bun, if only there were 
a sufficient supply of fertile and well-situated land. Begin- 
ning with the case of on individual cultivating the best land 
at the first settlement of a country, ho gives a series of hypo- 
thetical figures, in which rents are represented as arising and 
growing entirely at the expense of profits,' From these 
hypothetical figures he considers hiniself justified in conclud- 
ing that — 

' Rent, t}iGD, is in all cases a portion of the profits previously ob- 
tained on the land. It is never a now creation of revenue, but always 
part of a revenue already created. Profits of Btock fall only because 
land equally well adapted to produce food cannot be procured ; and 
the degree of the fall of profits and the rise of rents depends wholly 
on the increased expense of production. If, therefore, in the progress 
of countries in wealth and population, new portions of fertile land 
could be added to such countries, promts would never fall, nor rents 
rise, 



'a 



In the chapter on Rent in hiB Prvncvples, Ricardo repeated 
the arguments of the Essay on the Injlwenice of a Low Price 
of Com : — 

* It is only then,' he says, * because land is of different qualities 
with respect to its productive powers, and because in the progress of 
population land of an inferior quality or less advantageously situated 
is called into cultivation, that rent is ever paid for the use of it.'^ 

Malthus was not convinced by Ricardo's Essay, nor by his 
chapter on Rent, nor even by the last chapter of his Pri'o- 
cipleSt that on * Sir. Malthus's opinions on rent' In his 
Political Economy he reprinted the most of his Inquii'y into 
the Nature and Progress of Bent, and added passages in 
which the views objected to by Ricardo ore emphatically ro- 
Btated : — 

• In whatever way,' he says, ' the produce of a given portion of 
land may be actually divided, whether the whole is distributed to the 
laboorera and capitalists or a part is awarded to a landlord, the power 

» Seo bolow, ch. vU. 5§ 3, 4. » ITorJbr, p. 376. 

* Ut ed. p. 54. Tti the second edition the pu&age begins, 'It Is only, 
then, because loud is not bnuudless in quantity and uniform in quality, and 
beoauau iu the progreso,' etc. (p. CI). The third edition foltows the second, 
■abstitnting ' unlimited ' for ' boandlesa * (iu Worta, p. 36). 
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uf SQcli land to yield rent is exactly proportioned to its fertility, or to 
the geacral :3ur]>lua which it can be made to produce beyond what is 
titrictly necessary to support the liibour and keep up the capital em- 
ployed upon it. . . . But if no rout can exist without this surplus, 
and if the power of particular soils to pay rent be proportioned to 
this surplus, it follows that this surplua from the land, arising from its 
fertility, must evidently be considered as the foundation or main cause 
of all rent/* 

He finishes Lis chapter ' Of the Rent of Land ' with the 
doclaration that ' in every point of view, then, in which the 
subject can be considered, that quality of land which, by the 
laws of our being, must terminate in rent, appears to be a boon 
most important to the happiness of mankind.' ' 

The dispute between Malthus and Bicardo on this subject 
was perhaps one of sentiment rather than substanca Apart 
from sentiment, it does not really make much difteronce 
whether we choose to attribute the existence of rent to the 
bounty of nature in providing a certain amount of good land 
or to her niggardliness in not providing more of it Later 
writers seem generally to have been too much concerned in 
investigating the causes which make rents higher at one 
time than at another to trouble themselves much about the 
question why there should be any rents nt alL J, S, Mill^ 
hke Buchanan, ascribes the fact to ' monopoly.'* 



> Political Eeon&mj/, pp. 140, 141. 
* Prindplei, Bk. IX. ch. xvi. § 1; lit ed. 
p. 355. 
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§ 1. Wages per head. Profits per cent, and Rent per acre. 

The causes which detcrmino tho magnitude of the produco 
of a nation's labour having been discussed under * Produc- 
tion/ and the nature and origin of the three great divisions 
into which the produco is ' distributed ' having been fully con- 
sidered, the next step forward would naturally be to endeavour 
to discover tho causes which detennino tho proportions in 
which the produco is distributed between the three great 
divisions. In the equation, produce=wages+profits+rents, 
produce should now be taken as a given quantity, and the 
question should be to determine what settles the relative mag- 
nitude of the three terms on the other side of the equation. 

Now with changes in the relative magnitude of wages, 
profits, and rents, as the terms must bo understood in the 
equation, increases and decreases or rises and falls of wages, 
profits, and rent, understood in the ordinary sense, are, of 
course, by no means identical. In the equation, 'wages' 
means the total or aggregate of all wages, 'profits' the total 
or aggregate of all profits, and ' rents ' the total or aggregate 
of all renta paid in a given length of time. If the total or 
aggregate of annual wages or remuneration of labour paid in 
the United Kingdom amounts to £1,000,000,000. the total or 
i^[gregate of profits to £400,000,000, and the total or aggre- 
gate of rent to jE 100,000,000, then tho total ultimate produco 
or income must bo £1.500,000,000, for £1,000,000,000+ 
£4O0.000,00O-f-£100,0O0,000 = £1,500,000.000. But in ordi- 
nary language, when we speak of increases and decreases of 
.wages, profits, and rent, we mean by wages the amount paid to 
a single man, by profits tho rate of interest or proportion which 
interest bears to principal, and by rent tho rent of a single 
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acre of land. This sense of the terms is obviously wholly 
inappropriate to the equation. We cannot tell how great the 
produce or income is by adding together a per capita wage/ 
a percentage, and a rent per acre. It is not true that 
£1.500,000,000 =£90 a year +3 per cent + £l an acre. In- 
creases or decreases of w£^es, profits, or rent in the one sense 
do not by any means necessarily corraspond with increases or 
decreases of wages, profits, or rent in the other sense. The 
aggi'cgate of wages depends on the number of workers as well 
as on the amount paid to each, the aggr^ate of profits dependft:^ 
on the amount of capital as well as on the rate of interest, 
and the aggr^ate of rent depends on the extent of land 
paying rent as well as on the amount paid per acre. And the 
relative or proportionate magnitude of aggregate wages, profits, 
and rent, which is logically the subject of Distribution, is still 
more remotely connected with wages per capita, profits per 
cent, and rent per acre than their absolute magnitude. A 
rise of wages per capita may be coincident with a fall in the 
proportion of produce devoted to wages if either the number i 
of workers has diminished or the total produce has increased*. 
A rise of the rate of interest may be coincident with a fall in 
the proportion of produce allotted to profits if either the total 
capital has diminished or the total produce has increased. 
A fall of rent per acre may be coincident with an increase in 
the proportion of produce allotted to rent, if either the niunbcr 
of acres paying rent has increased or the total produce has 
decreased. 

But the latter part of Adam Smith's First Book is, as wo* 
have already seen,* primarily a theory of prices. Its last four^ 
chapters treat of wages, profit, and rent, not really because 
they are divisions of ' produce,' but because they are parts of 
the prices of conunoditles. The ' natural price * of a commo- 
dity is represented as varying with the natural rate of each 
of its component parts; and the causes which increase or 
decrease each of these component parts, wages, profits, and 
rent, are discussed with a view to their efibcts, not ujwn the 
way in which the produce is distributed, but upon the natural 
price of the commodity produced. Now the variations of 
'wages/ 'profits/ and 'rent' which afifoct the price of any 

> 4bovfl, pp, 186-188. 
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particular commodity are not variations of abrogate wages, 
profitfl, and rent, but variations of the wages of the persons, of 
the profits of the capital, and of the rent of the land employed 
in producing it So long as the land, the capital, and the 
number of persons employed remain the same, the price of 
the commodity and the rates of wages per head, profits per 
cent, and rent per acre must necessarily vary togetior. Con- 
sequently, though Adam Smith had declared that the whole 
annual produce is distributed into wages, proUt, and rent, 
obviously meaning thereby total wages, profits, and rent, the 
last four chapters of Book L of the Wealth of Nations deal 
with wages per head, profits per cent, and rent per acre. 

Subsequent ^vriters, misled partly by some not unnatural 
confusions and partly by the fact that wages per head, profits 
per cent, and rent per acre are practically more interesting 
subjects than the division of produce between wiiges, profits, 
and rents, generally followed in Adam Smith's footsteps with- 
out troubling themselves to bring the theory of distribution 
into proper subordination to the theory of production. In 
pving a history of their doctrine it will be most convenient, 
in the first place, to follow the same procedure, however 
illogical it may be, and to postpone to a later chapter the 
consideration of any theories which were held us to distribu- 
tion proper. 



§ 2. Variations of Wages per Hend. 

Within the last century and a half three great theories 
have been held as to the causes which determine the magni- 
tude of />tvr capita wages. They may be called the Subsistence 
theory, the Supply and Demand theory, and the Produce 
theory. The basis of the subsistence theory is the fact that 
in order to hve and labour a man must have something to 
live on, and the assumption that a wage-earner does not 
' naturally ' get more than enough to live on ; the basis of the 
supply and demand theory is the erroneous idea that labour 
IB a commodity, the demand for which depends on the amount 
of a fund ready to be Laid out upon it ; and the basis of the 
produce theory is the fact that wages or earnings are a part 
of the produce, and therufore depend on the productiveuess 
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of industry and the amount deducted from produce per bead 
for profits and rent During the period covered by the present 
work the subsistence theory was gradually giving way to the 
supply and demand theory. The displacement of the supply 
and demand theory by the produce theory is a matter of later 
lufitory. 

At the time when the Wecdth of Nations appeared, the 
subsistence theory reigned suprema Though millions have 
died of starvation, it has always been an accepted maxim that 
a man must live. The undying fame which the cynic won 
by his inability to see the necessity shows his state of mind 
to have been the exception which proves the rula The 
application of the maxim to wages is obvious enough. 
Wherever employment is not of a casual character, wages for 
work which occupies the whole of a man's time, and is his 
only means of support, will amount to at least a bare subsist- 
enoe. If they did not the workers would soon disappear. 

It is very easy for a person who sees that wages * must,' 
ordinarily at any rate, amount to at least a bare subsist- 
ence, and who is not confronted with actual wages which 
obviously amount to much more than a bare subsistence, to 
shp into think'mg that wages are ordinarily or naturally a 
bare subsistence ; that is to say, are not only no less, but also 
no more than a bare subsistence. After reading the passages 
in which Quesnay shows that he thought it was frequently 
the case that the French peasants and labourers did not receive 
enough subsisteuce to enable them to do their work properly.' 
we are not surprised to find Turgot declaring that competi- 
tion limits the workman's earnings to a bare subsistence: — 

' En tout genre de travail il doit arriver ot il arrive en effet que 
le aalaire de I'ouvrier se borne k ce qui lui est n^cessaire poor lui pro- 
curer aa subaifltance.' ' 

In England actual wages differed 6rom the lowest possible 
wages more obviously than in France, but current discussions 
rather obscured the fact. The mercantilists approached the 
subject of wages, not fi"oiii tho poijit of view of the labourers, 
but &om that of the export merchant. If the great object of 

' 8te, e.g,f GluvrtSt od. Oitckoa, p. 206. 

' X^/UxionSf § vL In (Euvre^, ed. Daire, vol i. p. 10. 
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a couritr)- should bo, as they assumed, to sell goods to foreign 
nations for a large total sum of money, it appears at first 
sight to be the interest of the country that money wages 
should be low, at all events in certain branches of production. 
High wages in any particular branch seem naturally identi- 
fied with a high price of the product of that branch, and if 
the price of the product rises, the quantity exported will be 
80 reduced that the total money received for it will be less. 
It was, of course, a delusion that high wages in any particular 
branch of production necessarily mean a high price of the 
product. High wages mean high earnings per day, and not 
necessarily high earnings per each pound avoirdupois, or each 
yard of the commodity produced; to put the same thing in 
other words, high wages de^Xind on the amount of the produce 
per man, as well as the value of each unit produced' Con- 
sequently, Lho fact that wages are higher in some particular 
branch of trade in England than they are in that branch of 
trade in other countries is constantly found not to prevent 
the export of the commodity produced. Tho mercantilists of 
the first half of the eighteenth century, however, could scarcely 
be expected to recognise what is frequently ignored by their 
successors in tho last decade of the nineteenth. Now the 
high wages which the mercantilists considered an evil were 
not so much high real wages as high money wages. Most of 
them would have had no objection whatever to the labourer 
receiving lai^o quantities of bread, beef, and boor, provided 
that ho did not get a large quantity of money. They con- 
cerned themselves about real wages so little, that they fell 
into tho habit of regarding them as fixed, and remaining con- 
stant through all variations in the prices of the commodities 
on which they are expended. Consequently, it became an 
axiom that if the price of necessaries is raised by taxes. 
(money) wages will rise, so that tho labourer >vill continue to 
have the same real wages as before.* To the question, Why 
must the labourer have the same real wages ? there came 
very readily the answer. He must live, of course. Now, if a 
person argues that taxes on the necessaries of life raise money 

' Adam Smith explains tliis in the lut p&rikgrapli of Bk. i. ch. viii, pp. 
3Qb. 40 a. 

' Sm n'taUA q/'A'atioM, Bk. iv, uh. ii. p. 2(M6. 
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wfi^ea because a man must live, ho is very apt to asstitne 
without much further consideration that the converse is true, 
so that taking off taxes on necessaries will lower money 
wages.* When he has done this, if he is asked for a general 
theory of wages, ho naturally answers that (money) wages 
depend on the price of subsistence, which, of course, implies 
that real wages always amount to no less and no more than a 
bare subsistence. 

Adam Smith begins his chapter on wages with a kind of 
anticipation of the produce theory. ' The produce of labour,' 
he says, 'constitutes the natural recomponce or wages of 
labour.* In the * original state of things which precedes both 
the appropriation of land and the accumulation of stock, tha 
whole produce of labour belongs to the labourer,' and if this 
state of things had continued, wages would have risen as 
labour became more productive. But somehow or other, very 
unfortunately for the labourer one would think, though the 
idea does not seem to have stnick Adam Smith, the original 
state of things came to an end. Land was appropriated and 
stock accumulated * long before the most considerable im- 
provemonts were made in the productive powers of 
labour/* 

For the actual state of things Adam Smith is content, so 
far as ordinary circurastancos aro concerned, with the pre- 
vailing subsistence theory. Wages are settled by a bargain 
between musters and men, but * upon all ordinary occasions ' 
the masters ' have the advantage in the dispute, and force ' 
the men * into a compliance with their terms.' They are able 
to do so because, being fewer in number, and not, like the 
men, hindered by the law, it is easier for them to combine, 
and because, though ' in the long run the workman may be 
as necessary to his master as his master is to him,' ' the 
necessity is not so immediate ' : — 



1 The author of Considerations on Touts, 1765, uys, ' Bat it U anertod 
**that the neceeaaries which the manufucturing poor consume being rendered 
dear by tnxec, must inevitjibly oblige tliem to raise the price of their tabonr " ; 
which will, of counc, enh&nce the price of our manufactures, aud injure oar 
foreign trade, I wonder not thai this opinion should prevail, as every one 
clearly sees tliat if a populace can live cheap they can afford to Ul>our cheap ; 
from which it ia immediately uoucludod that they wUI do ao ' (pp. 5, 6). 

' tik. 1. ch. viii. p. >i9. 
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' A landlord, a farmer, a master manufacturer, or merchant, 
though they did not employ a single workman, could generally live a 
year or two upon the stocks which they Iiave already acquired. 
Many \vurkmeu could not aubaist a week, few could subaifit a month, 
and scarce any a year without enipIoymcnU' ' 

However, the masters cannot force wages down below a 
certain point ; — 

*A man must always live by his work, and his wages must at 
least be sufficient to maintain him. They must even upon most occa- 
sions be somewhat more ; otherwise it would be impossible for him to 
bring up a family, and the race of such workmen could not last beyond 
the first generation.' * 

This statement of the subsistence theory is for from 
making it Invulnerable. If the combination of masters has 
the power of depressing wages with which it is credited, why 
should it leave the labourers enough to support a family <f 
Doubtless if it did not, then ' the race of such workmen could 
not last beyond the first generation * ; but why should the 
masters of the present generation concern themselves about 
that ? Trade rings usually adopt the motto, ' After us the 
deluge.' The individuals who form a combination of masters 
at any particular tune desire to serve their own personal 
interests, and there is little ground for ascribing to them the 
enlightened corporate self-interest which might induce them 
to provide a stock of labourers for the next generation. That 
Adam Smith himself felt that his doctrine was rather weak 
on this point wo may infer from the prominence which ho 
gives to the irrelevant fact that wages sufficient to support 
such u family as is required to keep up the population are 
the lowest ' consistent with common humanity.' ' 

Observing that, as a matter of fact, wages are often above 
this rate, Adnm Smith decided to restrict his subsistence 
theory to ' ordinary occasions,' * or the stationary state. For 
the advancing and the declining state be puts forward the 
supply and demand theory. ' Certain circumstances' which, 
though the plural is used, seem to consist only of ' the in- 
crease of the revenue and stock* of the country, 'sometimes 
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give the labourers an advantage, and enable them to raise 
their wages considerably above ' the subsistence-for-a-family 
rate*: — 

* When the landlord, annuitant, or monied man has a greater re- 
venue than what he judges sufficient to maintain his own family, 
be employs either the whole or a part of the surplus in maintaining 
one ur more menial servants. Increase this surpIuB, and he will 
naturally increaae the number of those servants. 

' When an independent workman, such as a weaver or shoemaker, 
has got more stock than what is sufficient to purchase the materials of 
his own work and to maintain himself till he can dispose of it, he 
naturally employs one or more journeymen with the surplus, in order 
to make a profit by their work. Increase the surplus, and he will 
naturally increase the number of his journeymen.* ' 

So when the revenue and stock increase, ' the fiinds which 
are dostinod for the payment of wages,' and, what is much the 
sanie thing, ' the demand for those who live by wages,* also 
increasa Then ' the workmen have no occasion to combine 
in order to raise their wages ' ; — 

* The scarcity of hands occasions a competition among maatersi 
who bid against one another in order to get workmen, and thtiSJ 
voluntarily break through the natural combination of masters not to 
raise wages.' * 

It is not, Adam Smith is corefiil to explain at considerable 
length, the actual greatness of the revenue and stock of a 
country which causes high wages, but their rapid increasa 
Even if they are very great, if they have continued the same 
for a considerable time, the number of labourers would have 
increased, so that there would be no scarcity of hands : — 

'The hands, on the contrary, would in this case naturally multiply 
beyond their employment. There would be a constant scarcity of 
employment, and the labourers would be cbliged to bid against one 
another in order to get it, If in such a country the wages of labour 
had over been more than sufficient to maintain the labourer and to 
enable him to bring up a family, the competition of the labourers and 
the interest of the masters would soon reduce them to this luwost rate 
which 18 consistent with common humanity.' * 
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• In a country whore the funds destined for the mainten- 
ance of labour were sensibly decaying.' the competition of 
workmen would reduce wages even below this level for a 
time, until the population was diminished ' to what could 
easily lie maintained by the revenue and stock which ro- 
nmined in it.' ^ 

This theory of Adam Smith, though in form it supplo- 
menta his subsistence theory, in reality supersedes it. The 
power of the masters to depress wages to the subsistence level 
by combination, and their * common humanity ' which pre- 
vents them killing the goose that laid the golden eggs, by 
depressing them below that level, both disappear. Everything 
is settled by the demand and supply of labour, and subsist- 
ence appears as nothing more than a condition of the supply 
being equal to the demand in the stationary state. So little 
room is left for the subsistence theory that Adam Smith 
seems, towards the end of his work, to have forgotten that he 
had over held it. In dealing with ' taxes upon the wages of 
labour ' in Book v. chap, ii., he says : — 

* The wages of the inferior classes of workmen, I have endeavoured 
to show in the First Book, are everywhere necessarily regulated by two 
different circnmstaiices : the demand for labour, and the ordinary or 
average price of provisions. The demand for labour, according as it 
happens to be either increasing, stationary, or declining, or to reqiuro 
an increasing, stationary, or declining population, regulates the sub- 
sistence of the labourer, and determines in what degree it shall be 
either liberal, moderate, or scanty. The ordinary or average price of 
provisions determines the quantity of money which most be paid to 
the workman in order to enable him, one year with another, to purchase 
this liberal, moderate, or scanty subsistence.' ^ 

He therefore holds that taxes on wages will raise money 
wages, not because the labourer must live, but because he 
must have the real wages to which the demand for labour 
entitles him. 

In order to understand the course which the discussion of 
the causes which determine wages took at the end of the 
eighteenth and beginning of the nineteenth century, it is 
necessary to bear in mind that the practical question of the 
time with regard to the condition of the wage-earning olasa 
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was the effect of tho Poor liaw. Along^ with tho * theoretical ' 
or general question. What deterniincs wages ? there waa 
always present tho practical question why tho Poor Law did 
not benefit the labourers. 

In the Essay on the Principle of Population Mai thus 
made a somewhat crude attempt to show that the expendi- 
ture of a poor rate (even if levied exclusively from the rich) 
could not posaibly benefit the poor. Tlieir condition, he said 
quite truly, depends chiefly on tho amount of subsistenoe] 
produced, and 

* Whoa subsistonce is scarce in proportion to the nnmber nf people, 
it is of little consequenco whethor tho lowest members of the society 
pOBUes eighteen pence or five shillings.' ^ I 

He was obliged to admit, however, that tho rise in the 
price of provisions which would result from the lowest mem- 
bers of the society having more money 'might in some 
degree ' cause an increase of the whole produce. But, he 
alleged, the ' fancied riches ' of tho larger amount of money 
received by tho labourers would give such a ' spur ' to popu- 
lation that ' the increased produce w^ould be to bo [sic] dividod 
among a more than proportionably increased number of 
people.' In genoral he either ignored the increase of produce 
altogether, or minified it till it appeared not worth considering.^ 
' The food of a country that has long been occupied, if it 
increasing, increases slowly and regularly, and cannot be madi 
to answer any sudden demands,' ' so that 

' The poor laws of England tend to depress the general condition 
of the poor in these two wajra. Their first obvious tendency is to 
increase |>opulation without increasing the food for its BUp{>nrt. . , . 

* Secondly, the quantity of provisions consumed in workhouses 
upon a part of the society that cannot in general be considered as the 
most valuable part, diminishes the shares that would otherwise 
to more industrious and more worthy members.' * 

Among the 'palliatives* which he suggested in 1798 was 
that ' promiunis might be given for tuniing up fresh laud, and 
all possible encouragements held out to agriculture above 
manufactures, and to tillage above grazing.'* By 1800 he 
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had discovered that to make the labourers able to pay a high 
price for their food was itself an encouragement to agricul- 
ture. In his Invest ifjation of Uie Cause of the preaent High 
Price of Proviaunis, written in that year, he traced the high 
price of corn chiefly to the efibrts of the Poor Law authorities 
to allow the pauper labourers as much money as would pro- 
cure the usual quantity of bread, and said that one effect of 
the high price had been ' to encourage an extraordinary im- 
portation, and to animate the farmer, by the powerful motive 
of self-interest, to make every exertion to obtain as groat a 
crop as possible the next year.'* Contradicting the doctrine 
of the Essay, he spoke of the Poor Law as causing a high 
price, which produced ' economy, importation, and every pos- 
sible encouragement to future production/ and even went so 
far as to say : — 

'The aystem of the poor laws, in general, I certainly do moat 
heartily condemn, as I have expressed in another place, but I am in- 
clined to think that their operation in the present acarcify has been 
advantageous to the country. ' ^ 

Yet he allowed his argument about the Poor Law not in- 
creasing the quantity of food to remain even in the latest 
edition of the Essay, and that, too, although Ricardo had 
pointed out its orroneouaness both in private conversation 
and correspondence.* 

He did, however, alter another chapter of the first edition 
in w^hich ho contended that an increase of the income of the 
poor would not benefit them, because it woidd not increji&e 
the quantity of food produced. Adam Smith, he argued in 
Chapter xvi., was wrong in representing every increase of the 
revenue or stock of a country as an increase of the ' funds 
destined for the maintenance of labour/ The increase of the 
revenue or stock 

• will not be a real and effectual fond for the maintenance of an addi- 
tional number of labourers, unless the whole, or nt Icaat a great part, 
of this increase of the atock or revenue of the society be convertible 
into a proportional quantity of provisions ; and it will not be so 

' P. 20. « V. vx 
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convertible where the uicreaao haa ariflen merely from the produce of 
labour and not from the produce of land.' ^ 

An increase in what is merely the produce of labour 
and not tho produce of land, that is to say, an increase of 
manufactured produce or manufacturing capital, would, he 
admitted, cause an increased demand for labour, and 

' This demand would, of course, raise the price of labour ; but if tho 
yearly titock of provisiona in the country was not increasing, this risfti 
would soon turn out to be merely nominal, as the price of proviaioi 
must necessarily rise with it* * 

But would not the increased price of provisions lead to a 
larger production of provisions ? 

' It may be aaid, perhaps, that such an instance as I have snppofted'* 
could not occur, because the rise in the price of provisions would 
immediately turn some additional capital into tho channel of agri- 
culture. But this is au event which may take place very slowly, 
a*! it should be remarked that a rise in the price of labour had 
preceded the rise of provisions, and would, thereforOf impede the 
good effects upon agriculture which the inoreaaod value of the produce 
of land might otherwise have occasioned.*^ 

In the fifth edition these passages do not occur, though 
Malthus still thought it desirable to make disparaging re- 
marks about the effects of the increase of manufacturing 
capital/ 

Malthus's disciples never shared his curious habit of 
regarding the supply of food as fixed in some way indepen- 
dently of the demand for it. They were content with the 
general theory which they saw in his work that the condition 
of ' the labourer ' depends on his habits with regard to propa- 
gation and on tho extent of the funds destined for his support. 
Buchanan, in a note to Adam Smith's statement that when 
the wealth of a coimtry becomes stationary, * the competition 
of the labourers and the interest of the masters ' reduce wages 
to the subsistence level, remarks : — 

' The wages of labour are not necessarily at their lowest rate 

2 Et$ay, Ut ed. p. 306 ; 2d ed. p. 421. 
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where wealth and population are stationary. In these circumstances, 
the condition of the labourer depends partly on his own moral habits. 
If in poverty he is content to propagate his race, poverty will be 
his Lot But if he will not marry on such hard conditional the race 
of labourers will decline, and wages will rise until the labourer agrees, 
by marrying, to supply the market with labour.' * 

This practically makes the will of the labourers with 
regard to propagation the regulator of wages, and Buchanan 
recognises the fact. lu a summary of Malthus's doctrine he 
says : — 

'Where the labourer is content, as in China, to propagate his 
race at the expense of every comfort, population will increase until 
poverty and wretchedness become the general condition of the labour- 
ing classes. But in a commimity of a different character, where the 
habits of the labourer are improved, he will not submit to marry and 
rear a supply of labour on such hard conditions ; and in these circum- 
stances population can never increase so far as to diminish the rate of 
wages beluw what is necessary to maintain him in comfort. The 
labourer may thus be said to have the ilxing of his own wages, be- 
cause when the supply of food is stationary it will depend on himself 
at what point to stop the supply of people.' * 

Here Buchanan is regarding the question from the side of 
the ' supply of labour/ and treating the ' demand for labour ' 
as a given quantity. Looking at the matter from the side of 
demand, and treating the supply as a given quantity, he 
says: — 

* The price of labour, like that of every commodity which is bought 
and sold, rises or falls with the demand ; a great or a small demand 
being inv:iriably followed by high or low wages. But the demand 
itself is regulated by certain general causes, and particularly by the 
state of the national stock ; which being the great fund for the employ- 
ment and support of labour, tlie duuiaud will vary in proportion as 
it increases or declines,' ' 

and c^ain, 

■ A general scarcity of work can only be remedied by increasing the 
funds for the support of industry ; and no plan which has not this 

effect will in tlie least improve the labourer's condition,'* 
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In Mrs. Marcet*s ConveraatioTis on Political Econ&my 
(1816), hirthor approach is made towards what is now known 
ns the wage-fund theory, the theor}' that wages are deter- 
mined by the relative magnitude of the labouring population 
and the whole or an ill-defined part of the capital of the 
country : — 

'CaROLINB. — What is it that dotcrminea the rate of wages Y 

'Mas. R — It depends upon the proportion which capital beara 
to the labouring part of the population of the country. 

' Cakoline- — Or in other words, to [sic] the proportion whicli 
subsistence bears tu the number of poople to bo maintained by it 1 

'MEaB.— Yea.'^ 

Ricardo*» Essay on the Influence of a Low Price of Com 
on the Projits of Stock gives in an embryo form the theory 
of wages which be afterwards elaborated in his Principles. 
A fall in the real wages of labour, that is to say, a diminution 
of the amount of necessaries, conveniences, and comforts 
obtained by the labourer, he tells us, will raise profits, and 
the rise of profits resulting from such a fall of real wages 
will be 

' more or less permanent according aa the price from which wages fall 
is more or less near that remuneration of Ubour which is necessary to 
the actual subsistence of the labourer. 

'The rise or fall of wages is common to all states of society, 
whether it bo the stationary, the advancing, or the retrograde st-ate. 
In the statiMuary state it is regulated wholly by the increase or falling 
off of the population. In the advancing state it depends on whether 
the capital or the population advance at the more rapid course. In 
the retrograde state it depends on whether population or capital 
decrease with the greater rapidity.' ' 

'Experience demonstrates,' he goes on to remark. * that 
capital and population alternately take the load, so that 
'nothing can be positively laid down respecting profits, bo 
far as wages are concerned.' Consequently he foimd it con- 
venient for the purposes of the Essay to assume that ' capital 
and population advance in the proper proportion so that the 
real wages of labour continue uniformly the sama''' In the 
main this is obviously the supply and demand or population 

' Pp. U7, 118 i BM aUo p. 130. > Works, p. 379. * Jind., p. 372. 
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and capital theory, but a leaning towards the old subsistence 
theory can be detected in the implied proposition that when 
wages fall in consequence of capital increasing moro slowly 
than population, the fall will be * more or less permanent 
according as the price from Avhich wages fall is more or less 
near that remuneration of labour which is necessary to the 
actual subsistence of the labourer.' BeUef in the subsistence 
theory appears still more clearly in the proposition that ' the 
sole efi'cct of the progress of wealth on prices independently 
of all improvements, either in agriculture or manufactures, 
appears to be to raise the price of raw produce and of 
labour, leaving all other commodities at their original prices, 
and to lower general profits in consequence of the general 
rise of wages.'' Ricardo h:ts made no effort to prove that 
the effect of progress is to raise the price of labour or 
money wages, but tak&s it for granted that every one knows 
that what raises the price of raw produce will aJso raise the 
price of labour. 

We may say, then, that the theory of the Essay is that 
real wages depend on the comparative growth of population 
and capital, and, or but (for it is not very clear which con- 
junction we should use), are not affectod by the variations in 
the price of raw pro<luco which are caused by changes in the 
dirticulty of procuring the portion raised with the greatest 
labour. 

Though Kicardo's opinions with regard to wages did not 
change between 1815 and 1817, it is clear that the form in 
which he expresses them in the chapter * On Wages ' in the 
Frin^^iples, was very much affected by the fact that in the 
meantime he had read Torrens's Essay on tlie Com Trade. 
In describing the variations to which 'the component parts 
of natural price ' are liable, Torrens says : — 

' Id the first place, there is everywhere a general and ordinary rate 
of wages, which is determined by the circumstances and habits of the 
country, and which it ia found difficult permanently to alter. . . . 
?h6 circumstances and habita of living prevalent in England have 
long determined that women in the labouring classes shall wear their 
lega and feet covered, an<1 eat wheaten bread with a portion of animal 
food. Now, long before the rate of wages could be so reduced as to 
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compel women m this port of the United Kiogdom to go with their 
legs and feet uucovored, nnd to subsist upon i>otiitoe8. with, perhaps, 
a little milk from which the butter hod been taken, all the labouring 
classes would be upon parochial aid, and the land in a groat measure 
depopulated. Thus diilicult would it be to effect such au alteration 
in the rate of wages as would assimilate the real recompense of labour 
between the eastern and western parts of the same kingdom.' ' 

*The proper way of regarding labour ia as a commodity in tho 
market. It therefore baa, as well as everything else, its market price 
and its natural price. The market price of labour is regulated by the 
proportion which, at any time and any place, may exist between the 
demand and the supply ; its natural price is governed by other laws, 
and consists in such a quantity of the necessaries and comforts of life, 
as from the nature of the climate and the habits of the country are 
necessary to support the labourer, and to enable him to rear such a 
family as may preserve in the market an undiminished supply of 
labour.' ^ 

There is considerable vagueness about the phrase ' an 
undiminished supply of labour/ If the population of a 
country has been stationary last year, * the supply of labour' 
will continue undiminished this year if the jwpulation or 
number of labourers remains the same this year as it was last 
year. But suppose that last year, and in pro\nou8 years, the 
population or number of labourers increased 2 per cent. 
Will the supply of labour then continue * undiminished ' if 
the population ceases to increase at all ? or must it continue 
to increase at the rate of 2 per cent per annum ? Torrens, 
oblivious of this question, goes on to say: — 

' That the labourer must, usually^ obtain for his work a sufficient 
quantity of those things which the climate may render necessary to 
preserve himself, and such a family as may keep up the supply of 
labour to the demand, in healthful existence, is self-evident' 

Anything less self-evident it is difficult bo conceiva Sup- 
posing we grant that the labourer 'must* live, though we 
'cannot sec the necessity,' why * must ' he be able to bring up 
Buch a family as may keep the supply of labour up to the 
demand for It ? And what is keeping the supply up to the 
demand ? What Torrens is really endeavouring to say seems 
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to be that it* the labourer does not get the wages to which he 
is accustomed, ho will adopt a course which will reduce the 
supply of labour till wages rise to the level to which he is 
accustomed, for he proceeds. — 

' and when we consider that things not originally necessary to health- 
ful existence often become so from use. and that men will be deterred 
from marriage unless they have a prospect of rearing their families in 
the mode of living to which they have been accuatomtidf it is obvious 
that the labourer must obtain for his work, not only what the climate 
may render necessary, but what the habits of the countt7, operating 
as a second nature, may require.' * 

This natural price of labour varies, Torrens explains, with 
different climates and ditferent habits of living. The port of 
the ditt'erence which depends upon diftbrences of climate is 
unchangeable, and though 'it is certain that a gradual 
introduction of capital into Ireland, accompanied by such 
a diffiision of instruction among the people as might give a 
prudential check to marriage, would rmse the natural price 
of labour to an equality with its price in England/ 

' the part that is determined by the habits of living, and the prudential 
check which may exist with respect to marriage, can be eU'ected - only 
by those circum stances of prosperity or decay, and by those moral 
causes of instruction and civilisation which are ever gradual in their 

'operation. The natural prico of labour, therefore, though it varies 
under different climates^ and with the different stages of national 
improvement, may, in any given time and place, be regarded as very 
nearly stationary. 

* While the natural price of labour is thus steady, its market price, 

^«fl has been already observed, fluctuates perpetually according to the 
proportion between supply and demand. The price which labour 
fetches in the market may often be considerably more and often con- 
siderably less, than that which from the climate and habits of living 
necessary to maintain the labourer and his family. But notwith- 
standing these occasional variatiuns, the natural ajid the market price 
of labour have a mutual influence on each other, and cannot lung be 
separated. When the nmrkot price falls below the oilier, the labourer 
no longer obtaining the quantity of necessaries which climate and 

« P. 63. 

* This is not » misprtnt for 'affected.* Torrens hss jast b«fore spokim 
of oltortttiouB being effaoted, and is nDd«r the iiuprcHaion tb«>l the eubjoct of 
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Iiabit render necessary tti the healthful existence of himself and family, 
deaths arc incroosod ; while the increasing difficulty of maintaining a 
family, increasing the prudential check on marriage, births are 
diminished ; and thus, by a double operation, the level between the 
natural and the market price of labour is restored. On the other 
hand, if the market price should at any time be raised above the 
natural, the increased comforts enjoyed by the labourer and his family 
would diminiah deaths, and by giving encouragement to marriage, 
increase birtlu, until by a double operation, the suj>ply of labour was 
augmented and its market price brought back to that natural level 
from which it can never permanently recede.' ' 

Ricardo, as he remarks in a note to the second edition of 
his FrineipleSt was of opinion that ' the whole of this subject 
is most ably illustrated by Major Torrens/ * In the opening 
paragraphs of his chapter on Wages, he follows Torrens very 
closely, introducing, however, apparently unconsciously, an 
important modification : — 

'Labour, like all other things which are purchased and sold, and 
which may bo increased or diminished in quantity, has its natural and 
its market price. The natural price of labour is that price which is 
neoeesary to enable the labourers, one with another, to subsist, and to 
perpetuate their race without either increase or diminution. 

' The power of the labourer to support himself and the family 
which may bo necessary to keep up the number of labourers, does not 
depend on the quantity of money which he mny receive for wages, 
but on the quantity of food, nec&isaries, and conveniences become 
essential to him from habit which that money will purchase. The 
natural price of labour, therefore, depends on the price of the food, 
necessaries, and conveniences required for the support of the labourer 
and his family. With a rise in the price of food and necessaries, 
the natural price of labour will rise ; with the fall in their price, 
the natural price of labour will fall' ^ 

The natural rato of wages, according to Torrens, 'consists 
in such a quantity of the necessaries and comforts of life as 
from the nature of the climate and the habits of the country, 
arc necessary to support the labourer and to enable him to 
roar such a family as may proaorvo in the market an un- 
diminished supply of labour,' According to Ricardo, it ia 

^ Pp. 04 tie. ' P. 91 ; 3d ed. in Work$, p. 52. 
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' the quantit}' of necessaries and conveniences become essential 
tx) him from habit/ ' which is necessary to enable the labourers, 
one with another, to subsist and to perpetuate their race 
without either increase or diininuilon.' 'To perpetuate their 
race without either increase or diminution' is a far plainer 
phrase than 'preserve in the market an undiminished supply 
rof labour.' As soon as Torrens's meaning became clear, his 
natural wages turned out to be nothini^ but ordinary or aver- 
age wages, the ^-ages to which the labourers are accustomed. 
But Ricardo's natural wages, though they are what has 
becouie essential to the labourer from habit, are also something 
more. They are the wages which will just, and only just, 
keep the population of labourers stationary. Consequently 
while, according to Torrons, the natural and the market price 
of labour ' cannot loi^ be separated,' * according to liicardo 
they must bo separated for the whole of the long period during 
which the population of a country may be increasing. 'How- 
ever much/ he says, ' the market price of labour may deviate 
from its natural price, it has, like commodities, a tendenc}^ to 
conform to it ' ; when market wages are greater than natural 
wages, ' the condition of the labourer is flourishing and happy/ 
and he can 'rear a healthy and numerous family/ so 'the 
number of labourera is increased/ and ' wages agcun fall to 
their natural price, and indeed from a reaction sometimes fall 
below it/ When market wages are below natural wages, the 
labourers' condition is 'most wretched', 'poverty deprives 
them of those comforts which custom renders absolute 
necessaries/ and ' it is only after their privations have reduced 
their immber, or the demand for labour has increased/ that 
' the labourer will have the moderate comforts which the 
natural price of wages will afford/ Hut 

' Nutwitliatanding the tendency of wages to conform to their 
natural rat«, their market rate may, iu an improving society, for an 
indefinite period, be constantly above it ; for no Kooner may the 
impulse which au increased capital givea to a new demand for labour 
be obeyed, than another increase of capital may produce the same 
effect ; and thus, if the increase of capital 1>6 gradual and constant, 
Uie demand for labour may give a continued stimulus to an increase 
of people.*' 

' Above, p. 245. > l«t ed. [>. 93 ; »d cd. in Wtyrk*, p. 61. 
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So Ricardo's natural wugos are not the custonaary wages 
to which Torrens supjwses the labourer to be obstinately 
determined to adhere, but the wages which will just induce 
the labourers to keep up the population to its existing level 
and no more. Instead of being an average rate above and 
below which market wages are continually fluctuating, they 
are a minimum below which market wages cannot continue 
for any length of time, though they may exceed it for an 
indefinite period. The gloomy character which has always 
been attributed to Ricardo's theory of wages owes its ongixtj 
chiefly to the fact that he taught that though market wages' 
might long continue above this minimum, they have a 
tendency to conform to it. The tendency was a tendency, 
downwards. Ho always r^arded economic progress as a 
thing which is started with a certain amount of energy, and 
then gradually slackens in speed until it stops altogether. 
Accumulation of capital, he thought, depends on the rate 
of profit, the rate of profit depends on the productiveness of 
the least productive agricultural labour, and this declines 
with the progress of population. So 

' In the DAtuml advance of society the wages of labour will have a 
tendency to fall, as far as they are regulated by supply and demand ; 
for tbo supply of labourers will continue to increase at the same rate, 
whilst the demand for them will increoMe at a slower rate. If, for 
instance, wages were regulated by a ye^irly increase of capital at the 
rate of 2 i>cr ceut, they would full when it accumulated only at the 
rata of 1| per cent They would fall still lower when it increased 
only at the rate of 1 or J per cent, and would continue to do so 
until the capital became stationary, when wages also would become 
stationary, and be only sufficient to keep up the numbers of the 
actual population.* ^ 

There is, however, no groimd for the widespread belief 
that the theory, as a theory, asserts in any way that the 
natural rate must necessarily be very low. It does not 
contain any statement that the natural rate must be a bare 
subsistence for the labourer and a very small family. For 
anything it sa}*s to the contrary, commodities which are now 
worth £100 a week might become * essential, from habit/ and 



» Ut ed. pp. 102, 103 ; 3d ed. in Works, p. 54, 
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necessary to keep up the number of labourers. For, Ricardo 
explains, 

' It is not to bo understood that the natural price of wages, esti- 
mated even in food and necessaries, is absolutely fixed and constant 
It varies at ditlerent times in the same country, and very matenally 
diffom in different countries. It essentially depends on the habits 
and customs of the people. An English labourer would consider 
his wages under their natural rate, and too scanty to support a 
family, if they enabled hiin to purchase no other food than potatoes, 
and to live in no better habitation than a mud cabin ; yet these 
moderate demands of nature are often deemed sufficient in countries 
where '* man's life is cheap " and his wants easily aatis&ed. Many of 
the conveniences now enjoyed in an English cottage would have been 
thought luxuries at an earlier period of our history.' * 

If a change took place in the 'habits and customs of 
the people/ so that they should require £100 a week instead 
of £1 a week in order to keep up the population, this change 
would counteract the tendency of wages to fall ' in the natural 
advanco of society.' Population would not increase, and, 
consequently, the benefit of successive ' improvements ' would 
all be obtained by the laboiu^rs. There is in reality nothing 
at all gloomy in the theory that the wages which will be 
paid when population ceases to increase are the natural 
wages to which market wages have a tendency to conform. 
The population of every country must cease increasing 
sooner or later, and the wages at present paid in the most 
rapidly increasing populations must consequently have a 
tendency to conform to what wLU be paid when the popula- 
tion ceases to increiLse. The important question is, What 
determines the rate which will just keep the population 
stationary ? Ricardo, it is quite clear, supposed the rate to 
be a very low one,* but he does not seem to have given 
any serious consideration to the question of what determines 

Mat «d. p. 96 ; 3d ed. in Work*, p. 62. 

' See, for example, 1st cd. pp. 8, ; 3d od. in Works, p. 12. *In the 
■une oonntry double the qaantity of labour may be required to produoe a 
given quantity of food and ceoesaariea at one time that may be necessary at 
another and a distant lime ; yet thu labourer's reward may possibly be very 
littlo diminjBhed. If tho labourer's wages at ih<j furmor period were a certain 
quantity of food and necosBarios, he probably oould not ba^eiubaisted if that 
quantity ha«1 been redncad.' 
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it To say that it is determined by ' habits and customs * ia 
no contribution to knowledga 

After having taken the trouble to define and explain 
' market * wages and ' natural ' wages, Ricardo makes no use 
of the distinction. He linds the unqualified term * wages/ 
or ' the price of labour.' sufficient for all his purposes. The 
rcraaiiidor of his teaching with regard to real wages is of 
a negative rather than a positive character, as it consists 
of an eager and strenuous endeavour to show that when the 
food of the labourer rises in price, either in consequence of 
increasing difficulty of production or taxation, and also when 
wages are taxed directly, money wages will rise sufficiently 
to prevent the labourer's real wages from being affected. 

In the chapter on Wages he says that, in spite of the 
tendency of real wages to fall in the natural advance of 
society, money wages will rise when necessaries rise in price, 
because if they did not 'the labourer would be doubly affected, 
and would be soon totally deprived of subsistence.' ^ Most, 
if for some unexplained reason not quite all, of the addi- 
tional expense is borne by the capitalist, who has to pay 
higher money wages. Hicardo supposes, by way of example, 
that the labourer's wages are £24 per annum, half of which 
is expended on wheat, and then gives a kind of scale in 
which the £24> rises to £24 14s., £25 lOs., £26 8s., and 
£27 8s. 6d., when the price of wheat rises from £4 a quarter 
to £4 4s. 8d., £4 10s., £4 16s., and £5 2s. lOd., so as to 
enable the labourer always to buy three quarters of wheat 
and twelve pounds* worth of other things. In the chapter 
'On Profits' it is assumed as on axiom that money wages 
will rise in this way, except in one place where Ricardo ia 
seized with sudden misgiving : — 

' It may be said that I have taken it for granted that money 
wages would rise with a rise in the price of raw prodace, but that this 
is by no means a necossary consequence, as the labourer may be con- 
tented with fewer enjoyments. It is true that the wages of labour 
may previously have been at a high level, and that tliey may bear 
some reduction. If su, the fall of profits will be checked ; but it is 
impossible to conceive that the money price of wages should fall or 
remain stationary with a gradually increasing price of necessaries ; 

' iBt (Ml. [>. 103 ; Sd ed. in Works, pp. 64, 65. 
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and thoreforo it may bo taken for granted tbat under ordinary cir 
cunistancea no pcrnianont riae takes place in tlio prico of neces- 
saries without occasioning or having been preceded by a rise in 
wages,* ' 

It may well be doubted whether an objector clothed in 
flesh and bloofl would be satisfied with Ricardo's bold asser- 
tion that ' it is impossible to conceive* what he, the objector, 
had himself conceived. In the chapter on * Taxes on Raw 
Produce,' Ricardo tries to show that a tax on raw produce 
and on the necessaries of the labourer would raise not only 
the price of raw produce and necessaries, but also money 
wages : — 

' From the effect of the principle of population on the increase 
of mankind, wages of the lowest kind never continue much abuve 
that rate which nature and habit demand for Uie support of the 
labourers. This class Is never able to bear any considerable portion 
of taxation ; and conaequently if they had to pay 8b. per qnarter 
in addition for wheat, and in some smaller proportion for other 
neceasaries, they would not be able to aubsiat on the same wages 
as before, and to keep up the race of labourers. Wages would 
inevitably and necessarily rise.'^ 

* Keep up the race of labourers ' is probably to be taken 
in the vagtie sense of Torrens's ' preserve in the market 
an undiminished supply of labour,' rather than in the de- 
finite sense of Ricardo's own ' perpetuate their race without 
either increase or diminution/ but in any case his meaning 
clearly is that the dearness of wheat would act as a new 
check on the growth of population if money wages did not 
rise to compeiLsate the labourer for the rise of the price of 
necessaries. He sees that among other things it may ' be 
objected against such a tax ' * that there would be a con- 
siderable interval between the rise in the price of com and 
the rise of wages, during which much distress would be ex- 
perienced by the labourer.' To this objection ho answers, 

* that under different circumstances wages follow the price of raw 
produce with very different degrees of celerity; that in some cases 
no effect whatever is produced on wages by a rise of com ; in othera 

> 1st «d. p. 129 : 3d ed. in Workt, p. 66. 
« lit ed, p. 199 ; 3d od. in Work*, p. f'3 
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the rise of wages prooodcs the rise of com ; again, in some the effect 
is slow, and in others tho interval most be very short* 

Certainly a rise of wages would have to ' follow ' the 
price of raw produce with considerable ' celerity ' in order to 
' precede ' it ! 

' Those who maintain that it is tho price of necessaries which 
regulates the price of labour, always allowing for the particular state 
of progression in which the society may be, seem to have conceded 
too readily that a rise or fall in the price of necessaries will be 
very slowly succeeded by a rise or fall of wages,' ' 

A high price of provisions, ho thinks, may arise from 
four difforent causes. The second of these causes, which is 
the only one that concerns us here, is ' a gradually increasing' 
demand, which may be ultimately attended with an increased 
cost of production' : — 

' When a high price of com is the effect uf an increasing demand 
it is always preceded by an increase of wages, for demand cannot in- 
crease without an increase of means in the people to pay for that 
which they desire. An accumulation of capital naturally produces an 
increased competition among tho employers of labour, and a conse- 
quent rise in its price. The increased wnges are not immediately 
expended on food, bat are first made to contribute to the other 
enjojrments of the labourer. His improved condition, however, in- 
daces and enables him to marry, and then the demand for food for 
the support of his family naturally supersedes that of thoee other 
enjoyments on which his wages were temporarily expended. Com 
rise», then, because the demand for it increases, because tliere ore 
those in the society who have improved means of paying for it j and 
the profits of the farmer will bo raised above tho general level of 
profits till the requisito quantity of capital has been employed on its 
production. Whether, after this has taken place, com shall again 
fall to its former price or shall continue permanently higher, will 
depend on the quality of the land from which the increased quantity 
of com has been supplied. If it be obtained from lund of the same 
fertility as that which was last in cultivation, and with no greater 
cost of labour, the price will fall to its former state ; if from poorer 
land, it will continue porniaiiently higher. The high wages in the 
first instance proceeded from an increase in the demand for labour : 
inasmuch as it encouraged marriage and supported children, it 

> lat Dd. pp. 202, 203 ; .^1 ed. in Works, p. 94. 
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prodnced tho effect of increaaing the supply of labour. But when the 
supply ia obtained, wages will again fall to their former price if com 
has fallen to its former price ; to a higher than the former price if 
Ihe increased supply of com has been produced from land of an inferior 
quality. ' * 

Ricardo seems hero to have quite abandoned tho tboory 
of the chapter on Wages and the chapter on Profits, that 
money wages will be raised by the rise in the price of pro- 
visions in spite of the tendency of wages to fall in tho 
' natural advance of society/ ' as far as they are regulated by 
supply and doiiiand.' ^ The idea of tho passage is that the 
rise of money wages which ' follows/ or rather is connected 
with» a rise of the price of provisions, can only be produced 
by 'an accumulation of capital/ and that all that tho rise 
of the price of provisions does is to maintain the rise of 
money wages thus gained. In other words, in order to allow 
the rise of money wages to take place, wages, 'as far as they 
are regulated by supply and demand/ must rise and not 
fall But the new theory ia oven more unsatisfactory than 
the old. It depends entirely on the proposition laid down in 
tho first sentence, * Wlien a high price of corn ' — Ricardo 
really means a rise in tho price of com — ' is tho effect of an 
increasing demand, it is always preceded by an increase of 
wages, for demand cannot increase without an increase of 
means in the people to pay for that which they desire/ It is 
difficult to conceive how a meinbcr of the Stock Exchai^o, to 
say nothing of an economist, could have committed himself 
to so baseless an assertion as that contained in the second clause 
of the sentence. Wo can scarcely doubt that Ricardo would 
have admitted that a hard &ost increases the demand for 
water-pipes, without increasing the means of tho pwplo to 
pay for them. It is truo, of course, that all that is necessary 
for his immediate argument is that the demand for c<ym 
ahould not be able to increase without an increase of the 



1 Ist ed. pp. 205, 206 : :id ed. in Work*, pp. 95, 06. 

' In the cimptor 'On Proflta,' let od. p. 133, 3d ed. tn WarkSt V- 66, he 
•peaks diatinctly of * tho rise of wages produced by the riao of necesauie*.' 
To introdnoe there the idea that the rise of wagei ia not produced bat only 
maintaiaed by the rue of the prioe of neceasariee would play havoo with the 
argument of the whole chapter. 
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peoples means of paying for it. This, however, is only a 
lit.(>lo less untrue than the more general proposition. When 
the population is stationary, the demand for com is not 
liliely to increase without an increase of the people's means 
of paying for it. But when the population is increasing, the 
demand for com naturally increases without any increase in 
the people's means, and even when the people's means are 
decreasing. The demand for corn will surely be increase 
when there is an increase in the number of persons to be fed 
if wages are equal to what they were before, and even if they 
are a little less than before. Kicardo's proposition, therefore, 
that ' when a high price of com is the effect of an increasing 
demand, it is always preceded by an increase of wages,' is only 
true when he starts, so to speak, from a con<Iition of things 
in which population is stationary. In the next sentence he 
seems to assume that this is the case. He speaks of * an 
accumulation of capital raising wages/ whereas when popu- 
lation is increasing, according to his own system, an accumu- 
lation of capital more rapid than the increase of population 
is required in order to raise wages. Too much stress must 
not, however, be laid upon this, since in the next sentence but 
one he spoaka of the rise of wages inducing and enabling the 
labourer to marry, whereas even when population is stationary 
' the labourer,' or some of him, is induced and enabled to 
marry. As to the connection between a rise in the price of 
provisions and a rise of money wages when population is 
already increasing, the passage tolls us nothing at all. 

When Ricardo wrote the chapter on Taxes on Wages 
he had referred to Buchanan, and foimd that he, at any rate, 
flatly denied that wages vary with the price of provisions, 
except, perhaps, when the labourer is 'reduced to a bare 
allowance of necessaries,' when he would * suffer no fm-ther 
abatement of his wages, as he could not on such conditions 
continue his raca* * * The high price of provisions,' Buchanan 
had urged, 

' is a certain indication of a deficient supply, and arises in the natural 
counie of things for tho purpose of retarding the consumption. A 
smaller supply of food shared among the same number of consumers 

■ Ed. of Wealth qf Nation*, voL iii. p. 338. 
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will evidently leave a smallor portion to each, and the labourer most 
bear his share of the common want To distribute thi» bunlen 
equally, and to prevent the labourer from consuming subsistence 
80 freely as before, the price rises. But wages, it seems, must rise 
along with it, that he may still use the same quantity of a scarcer 
commodity ; and thus nature is represented as counteracting her own 
purposes — first raising the price of food to diminish the consumption, 
and afterwards raising wages to give the labourer the same supply 
as before.' * 

To this Ricardo answers that deficient supply is not the 
sole cause of a high price of provisions. ' We are/ he says, 
' by no means warranted in concluding, as Mr, Buchanan 
appears to do, that there may not be an abundant supply 
with a high prica' The natural price of commodities, he 
continues, is determined by * facility of proiluction.' Tlion, 
apparently failing to distinguish between a large aggregate 
amount of food and a large amount per head, he remarks : — 

* Although the lands which are now taken into cultivation are 
much inferior to the lands in cultivation three centnriea ago, and 
therefore the difficulty of production is increased, who can entertain 
any doubt but that the quantity produced now very far exceeds the 
quantity then produced 1 Not only is a high price com[)atible with 
an increased supply, but it rarely fails to accompany it If then, in 
consequence of taxation or of difficulty of production, the price of pro- 
visions be raised, and the quantity be not diminished, the money 
wages of labour will rise, for, as Mr. Buchanan has justly observed, 
*' the wages of labour consist not in money, but in what money pur- 
chases, namely, provisions and other necessaries ; and the allowance 
of the labourer out of the common stock will always be in proportion 
to the supply." '3 

Of course Buchanan's case is that in consequence of dif- 
ficulty of production the quantity of provisions per capita 
would bo diminished, and the money wages of labour would 
not rise, so that ' the allowance of the labourer out of the 
common stock ' would be less, although it would still be ' in 
proportion to the supply.' Nothing that Ricardo has said 
here is at all incompatible with it. Iimnediately after this 
passage, however, Ricardo discloses that his reason, or one of 

' Oh«ermti<mM, pp. r^Q, 60. 

* 1st eU. pp. 2^, 290 ; 3d 0d. iu iVortt, pjp. ISO, 131. 
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his reasons, for thinking that money wages must n'se to the 
full amount of a ' tax on wages,' which ho regards much in 
the same light as 'dijQiculty of production/ is that a certain 
amount of commodities must be given to the labourers in 
order to call forth the population which will, in Malthus'a 
vogue words, which he quotes with approval, satisfy ' the wants 
of the society respecting population ' ' — a certain amount 
of commodities ' will be just sufficient to support the popula- 
tion which at that time the state of the funds for the main- 
tenance of labour requires ' : — 

' Suppose,* he sayii, * the circumstances of the country to be auch, 
that the lowest labourers are not only called upon to continue their 
race, but to increase it ; their wages would have been regulated accord- 
ingly. Can they multiply [in the degree required] if a tax tokoa 
&om them a part of their wages, and reduces them to bare nocea- 
sariuY'a 

'Bare necessaries' must presumably bo taken to mean 
necessaries for themselves as bachelors, ajid not as fathers of 
numerous families, otherwise it would be clear that they could 
multiply in any physically possible degree, though there 
might bo a question as to whether they would. If the tax 
takes fiNDm them a part of their wages without reducing them 
to bare necessaries thus defined, there seems no reason why 
the answer * Yes ' should not be returned to the question of the 
first edition, * Can they multiply ? ' The question, ' Can they 
multiply in the degree required ?' must bo met by the ques- 
tion, • Required by what ? ' Ricardo answers, * By the state of 
the funds for the maintenance of labour,' but instead of ox- 
plaining how the funds for the maintenance of labour can be 
said to ' require ' a certain population, ho goes on to explain 
that the imposition of a tax on wages will not alter the amount 
of these funds. 

Ricardo s general position, with regard at any rate to the 
effects of increasing prices of food upon money wages, is a i)er- 
fectly logical one. If the real wages of labour arc determined 
directly by the proportion between labourers and real capital, 

1 Malthus, Etmy, 20. ed. p. 406 : Stb e<l. p. 301. 

s 1st ed. p. 203 ; ^d ed. p. 265 ; 3d od. iu Worhi, p. 132. Tlie wordi in 
bracketa were Kdded, aod * would be' was tfubstituted (or 'would have beea' 
in tbo third edition. 
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they obviously ought not to be directly affected by other cir- 
cuinstnnces, such as increasing difficulty in the production of 
food. The fact that he fails so completely to prove that 
money wages must rise so as to leave real wages unaffected 
when the price of food rises, is due to the fact that real wages 
are not determined by the proportion between labourers and 
capital. 

Malthus thought that Kicardo had not realised that wages 
always depend on the prudential habits of the labourers with 
regard to propagation. As was natural in the author of the 
Essay on Populatioi\, he wished these habits to bo regarded 
as the prime regulator of wages, not only when wages are at 
a low and rather unusual level, but at all times : — 

' Mr. Ricardo/ he says, * boa defined the natural price of labour to 
be 'Hhat price which is necessary to enable the labourers one with 
another to subsist, and to perpetuate their race, without either increase 
or diminution." This price I should really be disposed to call a most 
unnatural price ; because in a natural state of things, that is, without 
great impediments to the progress of wealth and population, such a 
price could not generally occur for hundreds of years. Bat if this 
price be really rare, and, in an ordinary state of things, at so great a 
distance in point of time, it must evidently lead to great errors to 
consider the market prices of labour as only temporary deviations 
above and below that fixed price to which thoy will very soon 
return.'^ 

He himself would define the natural or necessary price of 
labour as ' that price which in the actual circumstances of the 
society is necessary to occasion an average supply of labourers 
sufficient to meet the average demand/ and by this rather 
cloudy phrase he seems to mean nothing more or loss than 
the actual wages which are paid in a year not marked by any 
exceptional circumstances. He rejects entirely the idea of a 
rigid level of wages, whether fixed by the amotmt physically 
necessary for subsistence or by the amount which unexplain- 
able ' habit * renders indispensable : — 

' The condition of the labouring classes of society must evidently 
depend partly upon the rate at which the resources of the country and 
the demand for labour are increasing, and partly on the habits of the 
people in respect to their food, clothing, and lodging. 

* Political Economy^ p. 247. 
K 
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* If the habits of the people were to remain fixed, the power of 
marrying early, and of supporting a large family, would depend upon 
the rate at which the resuurces of the country and the demand for 
labour were increasing. And if the resources of the country were to 
remain fixed, the comforts of the lower clasaes of society would dei>end 
upon their habits, or the amount of those Decesaaries and conveniences 
without wltich they would not consent to keep up their nuiuber& 

* It rarely happens, however, that either of them remain fixed for 
any great length of time together.' ^ 

Unlike Ricardo, Mallhus devotes some attention to the 
causes which make the habits of the people different at dif- 
ferent times and places. ' The question,' however, he says, ' in- 
volves so many considerations that a satisfactory solution of 
it is hardly to bo expected.'* Much depends upon climate 
and soil, but moral causes, such as despotism, oppression, and 
ignorance on the one hand, and * civil and political liberty 
and education' on the other, occasion diflerences in the 
amounts on which the labourer will bo ready to bring up a 
family. Moreover, and here Malthus ta^es a long step to- 
wards the abandonment of the remains of the subsistence 
theory, the habits of the people are very generally affected 
by the amount of wages actually received : — 

' When the resources of a country are rapidly iucraaaiag, and the 
labourer commands a large portion of necessaries, it is to be expected 
that if he has the opportunity of exchanging his superfiuous food for 
conveniences and comforts, ho will acquire a taste for these conveni- 
ences, and his habits will be formed accordingly. On the other hand, 
it generally happens that when the resources of a country become 
nearly stationary, such habits, if they ever have existed, are found to 
give way; and, before the population comes to a stop, the standard 
of comfort ia essentially lowered.' ' 

As to the way in which ' rapidly increasing resources * 
raise wages, Malthus has nothing of much importance to say. 
The demand for labour, ho tliinks, is regulated by ' the rate 
at which the whole value of the capital and revenue of the 
country increases annually; because, the faster the value of the 
annual produce increases, the greater will be the power of 
purchasing fresh labour, and the more will be wanted every 

> PolUktU Economy, p. 218. " Ibid,, p. 25a > Ibid,, pp. V48, 349. 
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year.'^ To I?arton*s :ittenjpt lo impugn the clocl.rino that 
demand for labour depends on the increftso of capitnl by show- 
ing that an increase of fixed capitiU does not iiuply an in- 
creased demand for labour,'-* Malthus has two answers. First, 
if the labour displaced by the introduction of the fixed capital 
cannot be employed elsewhere, the increase of fixed capital 
'diminishes the value of the annual produce, and retards the 
increase of the capital and rcTonuo taken together,' so that 
capital is not increased, and the doctrine remains intact. 
Secondly, in general ' the use of fixed capital is extremely 
favourable to the abundance of circulating capital'^ This he 
seems to think is proved when he has shown that the use of 
fixed capital is favourable to the abundance of produce. He 
concludes his whole inquiry with these words : — 

' It iB of the utmost importance always to bear ia mind that a 
great command over the nQccfUsarioH of life may be ofifected in two 
waya, either by rapidly increasing resources, or by the prudcutiiU 
habits of the labouring clofiacs ; and that as rapidly increasing re- 
sources are neither in the power of the poor to effect, nor can in the 
nature of things be (vermanent, the great resource of the labouring 
■classes for their happiness must be in those prudential habits which, 
if properly exercised, are capable of securing to the labourer a fair 
proportion of the necessaries aud conveniences of life from the earliest 
ftage to the latest.'* 

Though James Mill hRB the reputation of having been the 
most purely ' abstract ' of the * abstract school,* the section of 
his chapter on Distribution which treats of wages consists for 
the most part of a discussion of various means of raising 
[^ages. The causes which determine the ma^itiide of 'per 
capita wages arc very cursorily dismifwod in the first port of 
the section under the heading, ' That the rate of wages depends 
on the proportion between Population and Employment, in 
other words, Capital' The dependence of wages on the pro- 
portion between population an<l capital is, it seems, a very 
simple affair. If the nimiber of labourors increases, while the 
quantity of capital or of 'requisites for the employment of 
labour, that is, of food, tools, and material ' remains the same, 

' Potitirat JSconamjft p. 261. ' Above, pp. 114, 116. 

■ PoliiirtU Eeorwmy^ p. 2fiK 

* ibid., p. 291. Tito Malthus of 1820 WM » far more cheerful person than 
the Malthus of 1798. 
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some of the labourers will be 'in danger of being left out of 
emplo3'aient.' Each of them is therefore obliged to ofler to 
work for a smaller reward : — 

* If we suppose, on the other hand, that the quantity of capital 
has incTeased, while the number of labourers remaliu the tiame, the 
effect will be reversed. The capitaliata have a greater quantity thau 
before of the meaoa of employment; of capital, in short, from which 
they wish to derive advantage. To derive this advantage they must 
have more labourers than before. These labourers are all employed 
with other masters : to obtain them they also have but one resource — to 
offer higher wages. But the masters by whom the labourers are now 
employed are in the same predicament, and will, of course, offer higher 
wages to induce them to remain. This competition is unavoidable, 
and the necessary effect of it is a nse of wages.' ^ 

He arrives at this conclusion :— 

'Universally, then, we may affirm, other things remaining the 
same, that if the ratio which capital and population bear to one another 
remains the same, wages will remain the same ; if the ratio which 
capital bears to population increases, wages will rise ; if the ratio 
which population bears to capital increases, wages will fall.'' 

The insertion of the proviso, ' other things remaining the 
same,' is truly astonishing. There is nothing about other 
things remaining the same in the proposition in itaUcs at the 
head of the sub-section, and Mill does not make the smallest 
attempt to explain what happens when other things do not 
remain the same. Regardless of other things, he proceeds to 
argue that 

' If it were the natural tendency of capital to increase faster than. 
pupulution, there would be no difficulty in preeerving a prosperous 
condition of the peo})Ie. If, on the other bund, it weio the natural 
teii'iency of populution to increase faster than capital, the difficulty 
Wduld be very great, There would be a peri)etual tendency in wages 
to fall The full of wages would produce a greater and groiiter degree 
of iKivorty among the people, attended with its inevitable consequences 
— misery and vice. As poverty and its consequent misery increased^, 
mortality would also increase. Of a numerous family born, a certain 
number only would, from want of the means of well-being, be reared. 
By whatever prnportiun the [lopulation tended to increase faster than 

> Eltmenti, lat ed. p. 27 ; 3d ed. p. 43. ' Ist ed. p. 2S ; 3d ed. p. 44. 
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capital, such a proportion of those who were born would die ; the 
ratio of iucrease in capital and populatiou would theoce remaiu the 
same, and wageu would cease to fall.'* 

Though he does not expressly stfite it, James Mill seems 
to mean by this that when the natural tendency of population 
to increase faster than capital has worked in a nonnal manner, 
and had time to make itself felt, wages will fall to a level 
which will only atlbril tlie uiuiins of rearing a family which is 
not * numeroua' ' That population has a tendency to increase 
foster than capital has^ in most places, actually increased, is 
proved incontestably/ ho believes, by the fact that ' in almost 
all countries the condition of the jp-eat body of the people is 
poor and miserable.'* If capital had increased faster than 
population, wages would, ho says, have risen (he bos never 
proved that they had not risen), and the labourer would have 
been * in a state of affluence/ For fear, however, that some 
one may attribute the lowness of wages to some obstacle 
which has prevented capital ' from increasing so fiisL as it has 
a tendency to increase,' he undertakes the formal ' Proof of 
the tendency of population to increase rapidly,' and the 
'Proof that capital has a less tendency than population to 
increase rapidly/ To prove that population has a tendency 
to increase rapidly, he explains in terms which some would 
consider scarcely fitted for the 'school book ' which he fondly 
imagined himself to be writing," that the fecundity of the 
human race, when fully exorcised in favourable circum- 
stances, is much more than sufficient to counterbalance 
ordinary mortality, so that population has ' such a tendency to 
increase as would enable it to double itself in a small number 
of years/* To prove 'that capit^ol has a less tendency than 
population to increase rapidly/ ho be,^ins by showing that 
•the disposition in mankin<l to save,' is ' so weak in ahuost all 
the situations in which human beings have ever been placed,' 
as to moke the increase of capital 'slow/** But rapidity or 
slowness is a question of degree, so that it is not very con- 
vincing to say that capital must have a less tendency to 



> EUweaiii, Ut ed. pp. 28, 29 ^ .')d ed. pp. 4-1, 45. 

* Ut ed. p. :.!0 ; 3<1 ed. p. 46. * Soe liU rrefMse. 
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iaoreaae rapidly than population bocaiise tho possible inci 
of population may be described by the tomi ' rapid/ and the 
increase of capital by tho temi ' slow/ It is. therefore, rather 
a relief to the reader to Qud that ' the proof that it is the 
tendency of population to increase faster than capital does 
not depend upon tliis foundation, strong as it is.' It depends 
on tho fact that 

'The tendency of population to increase, whatever it may be^? 
greater or leas, la at any rate an equable tendency* At what lata' 
Boeder it baa increased at any one time, it may be expected to increase 
at an equal rate if placed in equally favourable circumstanceSf at any 
other time. The case with capital is the reverse. As capital continues 
to accumulate, the dllBculty of increasing it becomes gradually greaterj 
and greater, till, finally, increase becomes impracticabla' 

This ia a consequence of the general rule of 
returns : — 

'Whether, after land of superior quality has been exhausted, 
capital is applied to new land of inferior quality, or in successive 
doses with diminished returns upon the same land, the produce of it 
is continually diminishing in proportion to its increase. If the 
return to capital is, however, continually decreasing, the annual fund 
from which savings are made ia continually diminishing. The 
difficulty of making savings is thus continually augmented, and at 
last they must totally cease.' ' 

As there is no such thing as a general rule of diminishing 
returns, we need not stop to inquire whether a diminution of 
the rctium not to the wholo capital, but to a given quantity 
or unit of capital, necessarily means a diminution of the 
wholo annual fund from which savings are mada 

Proceeding, James Mill argues that * forcible Tneans 
employed to make capital increase faster than its natural 
tendency would not produce desirable effects/ and when ho 
has proved this, and alleged that it is not desirable that 
population should increase beyond that degree of density 
which aflbrds ' in perfection tho benefits of social intercourse, 
and of combined laboxu:/ he concludes : — 

' The precise problem, therefore, is to find the means of limiting 
births to that number which is necessary to keep up the population 

^ MlunetUt, pp. 41, 42; 3d ed. p 56. 
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without increaaing it. Were that accomplished while the return to 
capital from the land waa yet high, the reward of the labuurer would be 
ample, and a large surplus would still remain.' ^ 

Quite unconsciously reducing his theory to the absurd, he 
adds that the liuiitation of the number of births, if liinit>fttion 
were possible, might be carried so far as to ' raise the condition 
of the labourer to any state of comfort and enjoyment which 
may be desired.' ^ Any state Avhich may be desired ! 

In his Encyclopisdia article, M'Culloch had nothing to 
say about wages per hoiwi, except that * the labourer cannot 
work if he is not supplied with the means of subsistence.' * 
But in the book into wliich he expanded his article, he 
definitely put the supply and demand theory into the 
arithmetical form appropriate to the wage-fimd theory. 
That wages rise when capital increases faster than population, 
and fall when jjopulatlon increases faster than capital, had 
become a commonplace. That the rate of wages depends on 
the proportion between the labouring population and 'capital/ 
had been laid down in Mrs. Morcet's Conversation^,* But 
it was reserved for M'Culloch to give definiteness and rigidity 
to Airs. Marcet's doctrine by illustrating it with an arith- 
metical example : — 

*The capacity of a country to support and employ labourers,' he asked 
his readers to believe, * is in no degree dependent on advantageous- 
ness of situation, richness of soil, or extent of territory. These, 
undoubtedly, are circumstances of very great importance, and must 
have n powerful influence in determining the rate at which a people 
(ulvtincis in the career of wealth and civilisation. But it is obviously 
not on these circumstances, but on the actual amount of the accumu- 
lated produce of previous kbour, or of capital, devoted to the payment 
of wages, in the possession of a country at any given period, that its 
power of supporting and employing labourers must wholly depend. 
A fertile soil affords tlie means of rapidly increasing capital ; but that 
is all. Before this soil can be cultivated, capital must be provided 
for the support of the laboxirers employed upon it, just as it must be 
provided for the support of those engaged in manufactures, or in any 
other department of industry. 

' It is a necessary consequence of this principle that the amount 

' SUmenie, p. 52; 3d ed. p. 66. * Ist od. p. S3 ; 3d ed. p. 57. 

> XncyrlopmHa AnYnrmtca, 4th eH. supplonieDt, voL vi pt. t. p. 270 a. 
* Above, p. 242, 
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uf subsistance falling to each labourer, or the rai^ of wagea^ must 
depend on the proportion which the whole capital bean to the whole 

unoant of the labouring i>opuIation 

' To illustrate this principle, let us suppose that the capital of 
country appropriated to the payment of waives would, if reduced 
the standard of whent, form a mass of 10,000,000 quarters: If the 
number of labourers in that country were (too millions, it is evident 
that the wages of each, reducing them all to the same common 
standard, would be^tv quarters.' ' 

He endoavours to illustrate or support the proposition 
that ' the \vell-l>oing and comfort of the labouring classes are 
especially dependent on the relation which their increase 
bears to the increase of the cajntal which is to feed and 
employ them/* by comparing the growth of population and 
capital and the condition of the people in England and Ireland, 
The Irish population had inorcascd faster than the English 
population, and the Irish capital had increased slower than 
the English capital The Irish suffered from want and were 
miserable, 

'And hence the obvious and undeniable inference, that in the 
event of the population having increased less rapidly than it has done, 
there would have been fewer individuals soliciting employment, and 
that cunsequontly the rate of wages would have been proportionally 
higher. .... It is obvious too, that the low and degraded condition 
into which tlie pct>[)te of Ireland are now uunk is the condition to 
which every people must bo reduced whose numbers continue, for any 
considerable period, to increase faster than the means of providing for 
their comfortable and decent subsistence ; and such will most assuredly 
be the case in every old settled country in which the principle of 
increase is not powerfully counteracted by the operation of moral 
restraint, or by the exercise of a proper degree of prudence and fore- 
thought in the formation of matrimonial connections.'^ 

This is open to the same objection as James Mill's ail- 
ment that population has a tendency to increase faster than 
capital, hocause otherwise wa^es would have risen. M'CuUoch 
entirely forgets to show that there had been any absolute 
deterioration in the condition of the Irish labourers, or even 
any dotcnorntion as compared with the English labourers. 

> rrincirfo', 1st ed., 1825, pp. 327, 328; 2d ed. 1830. pp. 377. 378. 
« ibUi, Utcd. pp. 32S, 329. • lOid., p. 334. 
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Of an upper limit, above which no reduction of population 
or increase of capital can raise wages, M'CuUoch, like James 
Mill, says nothing, but he provides a lower limit, below which 
wages cannot fall, in the shape of a ' natural or necessary rate 
of wages.* This is ' the cost of producing labour/ which, ' like 
that of producing all other articles brought to market, must 
be paid by the purchasers.* The cost seems at first to be a 
quantity of food and other articles sufEcient for the support 
of the labourers and ' their families.' * 

*If they did not obtain this supply, they would be left destitute ; 
and disease and death would continue to thin the population until the 
reduced number bore such a proportion to the national capital as 
would enable them to obtain the means of subsistence.' ^ 

But it is soon explained that * moral restraint * may and 
does keep down the population, so that tlio natural or 
necessary rate of wages Is higher than wliat is requisite 
to furnish a bare subsistence. Moreover, M'Culloch follows 
Malthus's Political Economy by saying that moral restraint 
may be itself increased by changes of habit which have been 
brought about by increases of wages caused by increases of 
capital. 

M'CuUoch's wage-fimd theory was refuted in the very next 
year by Sir Edward West in his Price of Corn amd Wages of 
Labour. Answering the contention of those who asserted 
that government could not add to the demand for labour. 
West says : — 

' If the capital for the support of laboarers were of a given amount, 
and that amount were necessarily laid out upon the labouring popu- 
lation in the course of the year, it couKl make no difference in the 
demand for labour or amount of wages by whom it were expended ; 
whether by government upon anproductive pGraons^ sach oa soldiers 
or Bailors; or by individuaLs upon productive labourers; the whole 
population wonld get the whole of this capital within the year, and 
they could not have more.' ' 

This ho does not believe to be the case: — 

* What,* he asks, ' was the effect of the immense subscriptions and 
parish donations and increased allowances, during the jMriods of 



^ PrhtdpUs, pp. 334. 335. 
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scarcity of the last tliirty-five years 1 Is it not admitted that tha 
effect of them was to increase the money means of the labouring poor, 
aud to raise the price of corn to a much higher poiut than it would 
otherwise have attained f Doos it uot follow that a larger or smaller 
amount of the pecuniary meaus or pecuniary capital of a country may 
be ejq)ended on the labouring populatioo ? ' ^ 

The demand for labour doos not, he concludes, depend 
solely on the rat© of the increase of the wealth or capital of a 
country. A brisk state of trade may double wages without 
any increase of capital : — 

'The employer of capital and labour employs, we will say, ten 
men, who produce the article upon which their labour is expended in 
two months, and he L? enabled to sell it immediately, and thus re]>lace 
his capital with a profit Now, suppose those ten mon to do double 
work a day at tho same rate of wages for the work ; their wages by 
the day will be doubled ; the article will be produced in one month, 
that is, in half the time, with the same profit upon the capital ex- 
pended, that is, with double profit, for profit being the gain utx>n 
capital in a gi-ven period, increased rapidity of the returns will have 
the same effect as increased rate of production.' ' 

West was not alone in refusing to accept the wage-fund 
theory. Moimtifort Longticld, in his Dublin lectures, which 
were publLshetl in 1H34, ignores altogether the doctrine that 
wages depend on the proportion between capital and popula- 
tion. Wages, ho says, depend upon the relation between the 
supply of labourers and the demand for them, and ' the 
supply consists of the present existing race of labourers.* * 
But instoiul of saying that the demand for them depends on 
the magiiifude of the country's capital, he says that it 'is 
caused by the utility or value of the work which they are 
capable of performing. . . , The wages of the great mass of 
labourers must be paid out of tho produce, or the price of 
the produce, of their labour/* Leaving 'capital' out of 
account altogether, he puts forward a pro<luco theory : — 

'The real wages of the labourer, that is, his command of the 
necessaries and comforts of life, will depend entirely on the rate of 

J P. 86. ' Pp. 80, 87. 

* Lteturea on PolUical Economy, lUlit^ered in Trinity tmd Mickaelnuu 
TciiM 1833, by Mountifort Longfield, LL.r>., 1834, p. 209. 
« ibid,, p. 210. 
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profits and on the eflficieury of labonr in producing those articles on 
which the wagea of labour are usually expended.' ' 

He makes a great mistake in aasumini^, on the strength 
of examples in which fixed capital is omitted, that the deduc- 
tion per head of labourers for profit is indicated by the rate 
of profit, and ho scarcely attempts to show that increased 
efficiency in producing articles not bought by labourers does 
not increase wages, but his theory shows a great advance on 
that of James Mill, Ricardo, and M'CuUoch. 

Tliree years before Longfield's lectures Senior had begun 
to construct a produce theory. Tn his Lecture.** on the Bate 
of Wages, delivered before Vie University of Oxford in Easter 
Tervi ISoO^' he said that if it were assumed that every labour- 
ing family consists of the same number of jiersons, exerting 
the same degree of industry, the * proximate cause ' which 
decides the quantity and quality of the commodities ob- 
tained by a labouring family in the course of a year would bo 
obvious : — 

' The quantity and quality of the conunodities obtained by each 
labotiring family during a year must de|>end on the quantity and 
quality of tlio conimoditiea directly or indirectly appropriated during 
the year to the use of the labouring population, compared with the 
number of labouring families (including under that term all those 
who depend on their own labour for subeistence) ; or, to speak mord 
concisely, on the extent of the fund for the maintenance of labourere, 
compared with the number of labourera to be maintained.'* 

Tliis proposition at first sight seems to bo identical with 
M'CuIloch's proposition that wages depend on the proportion 
between the number of labourers and the amount of capital 
' devoted to the payment of wages.' * But in M'CuUoch the 
amount of commodities 'devoted' was determined entirely 
by previous accumulation, and had nothing to do with the 
productiveness of industry, whereas Senior not only says 
nothing about capital and accumulation, but declares in his 
preface that * the principal moans by which the fund for the 
nudntenance of labourers con be increased is by increasing 



* L^wu on Fvtiticat Kcotuaniff p. 212. 
■ r. 10. 
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tbe productiveness of kbour.' ^ In his Political Economy he 
is more exact, and makes the quantity and quality of the 
commodities appropriated to the use of the labouring popida- 
tion, compared with the number of labouring families, depend, 
' in tho tirst place, on the productiveness of labour in the 
direct or indirect production of the commodities used by the 
labourer ; and in the second place, on tho number of persons 
directly or indirectly employed in the production of things 
for the use of labourers compared with the whole number of 
labouring families.'^ With regard to the proportion between 
the number of persons who pro<luce things for labourers and 
the number of labouring families, he says : — 

* There are three purposea to which labour which might otherwise 
be employed in supplying the fund for tho use of labourera may be 
diverted ; uamely, the production of things, first, to be used by tho 
proprietors of natural agents ; secondly, to be used by the govern- 
ment ; and thirdly, to be used by capitalists ; or, to speak more con- 
cisely though less correctly, Labour, instead of being employed in the 
production of Wages, may be employed in the production of Kent, 
Taxation, or Profit.' • 

In dealing with the tirst of these heads. Senior does not 
seem to remember the po'mt. He ought to explain the 
causes which determine whether a large or small proportion 
of labour is diverted from the production of wages to the 
production of rent. Instead of doing so. he adduces argu- 
ments to prove that * the whole fund for the maintenance of 
labour is not necessarily diminished in consequence of a con- 
siderable portion of the labourers in a country being employed 
in producing commodities for the use of the proprietors of the 
natural ai^ents in that country.' * In dealing with tho second 
head. Taxation, he begins by stating that taxation for un- 
necessary and mischievous expenditure is taken from the 
revenue of the whole people, and that the labourer is inter- 
ested in the distribution of taxation. After this he seems to 
uuagine that he has somehow got rid of the first two purposes 



' P. It.; cl Political Economy, 8vo ed. p. 183. * The extent of tho fuud 
for the niAintenauce of Ubour dependa lua'tuly on the prodaoliveaeiw of 
labour. ' 
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to which lahniir which might otherwise he employed in sup- 
plying the fund for the use of labourers raay be diverted, for 
he proceeds : — 

* Rent, then, being conaidored bs Bomething extrinsic, and Taxa- 
tion a mode of expenditure, the only remaining deduction from Wagea 
is Profit. And the productiveness of labour being given, the extent of 
the fund for the maintenance of labour will depend on the proportion 
which the number of labourers employed in producing things for the 
use of capitalists bears to that of thobe employed in producing things 
for the use of labourers ; or, to use a more common expression, on the 
proportions in which the produce is shared between the capitalist and 
the labourer, . . . 

' In the absence of rent and of unnecessary or unequally distributed 
taxation, it is between these two clasacs that all that is produced \a 
divided ; and the question now to be considered is, what decides the 
proportion of the ftharee 1 ' ^ 

The answer is, he says, ' first, the general rate of profit in 
the country on the advance of capital for a given period ; and 
secondly, the period which in each particular case has elapsed 
between the advance of the capital and the receipt of the 
profit.' What he means by the second of these two factors is 
not very easy to imagine. How long a period elapses between 
the advance of the capital of a railway shareholder and the 
receipt of the }>rofit ? So far as can be made out. Senior 
would say that the profit is received as soon as the railway 
is constructed; the shareholder lays out £100 in the course 
of, say, two years, and at the end of that time ho has 
an amount of railway worth £105. But whore in Senior's 
system his subsequent dividends find a place it is impossible 
to discover. As to the rate of profit he is easier to under- 
stand, but equally unsatisfactory. His doctrine is simply 
that additions to circulating capital unaccompanied by addi- 
tions to population lower the rate of profit, and additions to 
|>opulation unaccompanied by additions to circulating capital 
raise it. * If each were increased or each diminished, but in 
ditVerent proportions, profits would rise or fall according to 
the relative variations in the supply of wages,' which seem to 
be the same thing as circulating capital, ' and labour.' ' But 



■ PolUicoU Seonomy, 8vo ed. p. 186. 
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additions to capit-al, 'luatlo in a form requiring no further 
labour for its rG|>ro<I action/ appear to increase botl» the rate of 
profit and wag&s : — 

* A machine or implement is, iu fact, merely a means by which 
the productiveueas of labour is increased. The millions which have 
been expended in thia country iu making roads, bridges, and porta 
have hod no tendency to reduce either the rate of profit or the amount 
of wages.' > 

' Roads, bridges, and ports ' are generally public property, 
and even in the turnpike days no profits had to be paid on a 
considerable portion of them. Let us substitute ' factories, 
railways, and docks,' and Senior's extraordinary incapacity to 
keep to the point in this discussion will be sufficiently evi- 
dent. He has long ago ostensibly done with the first of the 
two causes which dGtermine the rate of wagos, namely, the 
productiveness of industry, and ought to be considering what, 
given a certain prixluctivenc^s of industry, determines how 
much kbour is diverted from producing wages to producing 
profits. Instead of doing so, he declares simply that the 
accumulation of fixed capital reduces neither the rate of 
profit nor the amount of wages. The proportion in which the 
produce is divided between the labourer and the capitalist 
depends, he says, on two factors, the rate of profit and the 
period of advance ; for the moment, he is taking the period of 
advance as given ; this being so, the proportion between the 
labourer's and capitalist's shares must depend entirely on the 
rate of profit. What conceivable contribution to the problem, 
then, can it be to say that an increase in the productiveness 
of industry will raise both the rate of profit and the absolute 
amount of 'per capita wages ? 

With all its faults, Senior's theory of wages was a sug- 
gestive one, and might have been expected to lead to some- 
thing valuable when considered and amended by other minds. 
J. S. Mill, however, paid no attention to it, and simply adhered 
to the ideas of his boyhood. Ho begins with the proposition 
that wages depend chiefly on competition, and, boldly leaping 
an enormous logical gap, proceeds to infer from this that 
• wages, then, depend upon the demand and supply of labour, 
or, as it is often expressed, on the proportion betweea 

1 Political Economy, 8vo ed. p. 104. 
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popiilation and capital/* Population, howovor, he explaiTiR, 
does not mean pcjpulation, but ' the number only of the 
labouring class, or rather of those who work for hire ' ; and 
capital does not mean capital, but 'only circulating capital, 
and not even the whole of that, but the part which is ex- 
pended in the direct purchase of labour,' and to this * must bo 
added all funds which, without forming a part of capital, are 
paid iu exchange for labour, such us the wages of soldiers, 
domestic servants, and all other unproductive labourers * : — 

' There is, unfortunately, no mode of expresHing by one familiar 
term the aggregate of what may be colled the wages fund of a country ; 
and as the wages of productive labour form nearly Uio whole of that 
fund, it is usual to overlook the smaller and lesa important part, and 
to say that wages depend on population and capital. It will be con- 
venient to employ this expression, remembering, however, to consider 
it as elliptical, and not as a literal statement of the entire truth.* ^ 

By the statement, then, that wages depend on the pro- 
portion between population and capital wo are to understand 
that wages depend on the proportion between the number of 
those who work for hire and the amount of the part of capital 
which is expended in the direct purchase of labour together 
with the other funds which are paid in exchange for labour. 

To some this has appeared nothing more or less than an 
arithmetical truism.-^ They see that the fimds which, without 
forming a part of capital, 'are paid in exchange for labour,* 
can only moan amounts which are paid in exchange for labour 
•171 a given period ; for instance, the * funds * paid in ex- 
change for the labour of soldiers must bo a certain number of 
millions a yenr, and not simply a certain number of millions. 
Applying the analogy to the interpretation of ' the part of 
capital which is expended in the direct purchase of labour/ 
they infer that the phrase means 'the amount of capital 
which is expended in the direct purchoHOof labour in a given 
period.' They thus make the whole proposition equivalent to 
a statement that per capita wages for any given period, say a 

1 Principles, Bk. ii. oh. xl. $ 1, !vt ed. vol. i. p. 401 ; People's ed. p. S07i 
with the eddition of * m&iuly * after ' depend. ' 

> Principles, Bk. II. ch.xl.Sl> 1st cd. rol i. p. 402; People's ed. 
pp. 207. 208. 

* E.g. Jcvoni, Thiory qf P«liiicai Sconomy, 2d od. p. 290. 
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week, depend on the proportion between the number of those 
who work for hire and the amount of capital and other 
fimds expended during that period in the purchase of labour. 
Thus understood, the proposition is certainly an aiithmotical 
truism, as it simply amounts to a statement that t.he average 
will be what the divisor and the dividend determine. We 
want to know on what per capita wages depend, and we are 
told they dojiend on the amount paid in wages in a given 
period divided by the nnmbcr of wage-receivers. 

But this is not at all what J. S. Mill meant, and not 
exactly what ho said. That it is not what he meant is im- 
mediately shown by his assertion that ' there are some facts 
in apparent contradiction * ' to the doctrine. Facts would 
have to be very peculiar in order to be in contradiction to 
an arithmetical truism. The first is that ' wages are high 
when trade is good.' It is perfectly evident that this fact 
is not in apparent contradiction to the statement that wages 
depend on the proportion between the niunber of persons 
who work for liiro and the amount of capital and other funds 
expended in a given period on the purchase of labour. If 
wages are high when trade is good, then by no process of 
arithmetic is it possible to escape from the conclusion that 
when trade is good a large amount of funds must be ex- 
j>onded in a given period on the purchase of labour compared 
with the number of persons who work for hire. When trade 
is good and wa^es £100 a year per head instead of £90, the 
amount expended in wages, compared with the number of per- 
sons worlcing for hire, is obviously greater. The second fact 
' in apparent contradiction ' to the proj)osition is not exactly a 
fact, but the ' common notion that high prices make high 
wages.' Here, again, there is no apparent contradiction. 
The truth or falsehood of the notion cannot in any way 
aflect the proposition. The third ' fact * is the * opinion ' 
that wages — ' meaning, of course, money wages ' — vary with 
the price of food. This, MID thinlts, is only partially true; 
but whether partially or entirely true, it is in no way in ap- 
parent contradiction to the fact \hsit per en [nki wages depend 
on the proportion between the total amount paid in wages in 
a given period and the number of wage-earners. 

» Bk. U. oh. xi. g 2. iBt ed. vol. L p. 402 ; Pcoplo'e ed. p. £08 a. 
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It is clear, then, that J. S. Mill did not moan to enunciate 
the arithmutical truism that 'per capita wages for a given 
period depend on the amount expended in wages during that 
period divided by the number of wage-receivers. Turning 
again to his words, we tind that he says nothing about an 
amount spent in a given period, and that he does not speak 
of the aTiiount of capital expended in tlie direct purchase of 
labour, but of ' the part ' of capital which is expended in the 
direct purchase of labour. Now if the whole capital of a 
country was a certain amount per annv/m, or so many 
millions a year, ' the part ' of capital which is expended in 
the purchase of labour would be an amount per annum 
also. But the whole capital is not an amount per ayxnuviy 
but an amount pure and simple, not so many millions a 
year, but so many milliona And ' the part ' of capital 
which is expended in the purchase of labour is also, in Mill's 
imagination, an amount pure and simple. It is as milhons, 
not X millions per annum. 

It is quite true, of course, that when ' the part of capital 
which is expended in the direct purchase of hibour' is thus 
interpreted, it is impossible to odd together into one ' wages 
fund ' the part of capital which is expoiided in the purchase 
of labour and ' all funds which, without forming a part of 
capital, are paid in exchange for labour, such as the wages 
of soldiers, domestic servjiuts, and all other unproductive 
labourers.' The two things are not capable of forming an 
ag|p*egate. The annual wages of 'productive labourers* can 
be added to the annual wagas of unproductive labourers and 
form one aggregate, but the annual or the weekly wages of 
unproductive lalKmrers cannot form an aggregate Avith a part 
of the capital of the country. You may add £200,000,000 
to £500,000,000, but you cannot add £200.000,000 a year to 
a capital sum of £500,000,000. You might as well try to 
give an idea of the magnitude of the Rhone by adding to- 
gether the number of gallons which How past Lyons in an 
hour and the numl>er of gallons contained at a given moment 
in the Lake of Geneva. 

That Mill fell into the error of imagining he could add 
together into one fimd a portion of the capital and a portion 
of the income of the country will seom le&s incredible wheu 

s 
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we notice that he says it is ' usual to overlook' thenon-cnpital 
funds. His father and Ricardo, to whose guidance he usually 
trusts, had put Ibrward no liieory about wages not ' advanced 
from capital,' and had talked as if there were none. J. S. 
Mill renieriibcrs the existence of such wages, and makes a 
funual rather than a real attempt to drag them under the 
theory that wa^^'cs depend on capital and population. H< 
makes no effort whatever to discover the causes which affect^ 
the amount of the * funds ' expended on unproductive labour, 
but confines his attention to the causes which affect the part 
of capital expended on the purchase of labour. 

In considering Mill's theory of wages, then, the only 
feasible plan is to ignore his attempt to bring in the wt 
of * unproductive* labour, and to adopt, as he himself prac-^ 
Ucally does, the old habit of ' overlooking ' that labour and 
ita wagea' 

We have it laid down, then, that the wages of labour 
depend on the proportion between the number of those who 
work for hij'e and the part of capit:\l which is expended in 
the direct purchase of labour, and wc have made out that the 
part of capital which is expended in the direct purchase of 
laboiur docs not mean the amount of capital which Ls ex- 
ponded in that way in a given period, but a particular part 
of capital The question that now presents itself is * What 
part?' 

It seems to be the part of capital which is imagined to 
be habitually or gonenilly, or as a rule, laid out in paying 
wages, or, \x) define it in another way, it is the part of capital 
which is neither tctols nor materials. It is not always all em- 
ployed in paying wages, because some of it may be kept idle 
'in lis owner's hands ; and this is the explanation of the fact 
lat ' w*ig^ ftrc high when trwle is good/ since when trade 
'is bad a of this part of capital is l}ing idle in its 

V in what fonu it then exists is not very clear. 
r, there is such a part of capital — a very liberal 
Id now expect to be taught something 

' V- t}iem in Book II. ch. iii. § 1, where he 

into Iftudownen, oapitaliiU, aod pro- 

iitta three oUuoe 'Are oouiutjerml in 

.tic commuDity.' — Ut od. vol. i. p. i79; 
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as to the causes which affect the proportion between this part 
of capital and tho nnmber of wage-roceivers. We are told 
something as to the causes which increase and decrease the 
number of wage-receivers; they are increased by high wages, 
and decreased by low wages, decreased by a rise in tho stan- 
dard of comfort, and increased by a fall in tho standard of 
comfort. Now if the standard of comfort depended alto- 
gether on extraneous causes, wages would in the long run be 
determined entirely by those causes, since whatever the 
amount of capital read}' to be devoted to the payment of 
wages, the number of wage-receivers would in the course of 
time accommodate itself to it, so that neither more nor less 
than the wages necessary to produce the standard of comfort 
would be obtaintid But it is admitted that the standard of 
comfort itself often varies with theamoimt of wages received. 
Consequently the causes which affect the magnitude of the 
part of capital which is expended in wages are of great im- 
portance in determining wages. If this part of capital grows, 
wages will rise, and that may raise the standard of comfort; 
the number of wage-receivers will then not increase pro- 
portionately, and the rise of wages will be permanent. If 
this part of capital diminishes, wages will fall, and this may 
depress the standard of comfort; the number of v/age- 
receivers will then not diminish proportionately, and the fall 
of wages will be permanent Moreover, whether the effects 
of an increase of the part of capital expended in the pur- 
chase of labour be permanent or not, tho causes of the 
increase ought to bo investigated. Mill, however, seoms lo 
have nothing whatever to say as to causes which increase or 
decrease this particular part of capital In an earlier chapter 
he had laid down a theory as to the increase of capital in 
general, and possibly thought that sufficient But he docs 
not say that the part of capital expended on labour is always 
the same proportion nf the whole, and gives us no reason to 
suppose that he considered it to be so. The truth is that ho 
has entirely forgotten that he is using ' capital ' to mean 
something else than capital. He has used the expression 
' wages depend on population and capital ' without ' remem- 
bering ... to consider it as elliptical, and not as a hteral 
statement of the entire truth.' 
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§ 3. Va/riaticma of Profits per OenL 

At the banning of his chapter on the Profits of Stock, 
Adain Smith attributes the rise and Cail of the rate of profit 
to the increasing or deuhning state of the wealth of the 
society , — 

' The riso and fall in the profits of stock depend upon the same 
causeft with the rise and fall in the wages of labour, the increasing or 
declining state of the wealtb of the society ; but those causes affect 
the one and the other very differeutly. The increase of stock, which 
raises wages, tends to lower profit. 

* When the stocks of many rich merchants are turned into the 
same trade, their mutoal cnm[>etition naturally tends to lower its 
profit ; and when there ia a like increase of stock in all the different 
trades carried on in the same society, the same competition must 
produce the same effect in them alL^ ^ 

Bringing facts to bear on this theory, ho points out that 
in England the rate of profit has declined as the country has 
grown richer, and that it is lower in rich countries, such as 
England and Holland, than in poorer countries, such as 
France and Scotland. In case any one should object that if 
increasing wealth raises wages and lowers profits and de- 
creasing wealth raises profits and lowers wages, it is rather 
surprising that both wages and profits should be high in 
North America, he explains the position of new colonies at 
some length. High profits and high wages, he says, ' are 
things, perhaps, which scarce ever go together except in the 
peculiar circumstances of new colonies.' The colonists have 
a great deal of land and very little stock. They 

* have more land than they have stock to cultivate. What they have, 

tliurefore, is applied to the cultivation only of what is most fertile and 
luust favoumUy situated, the land near the seashore and along tho 
banks of navigable rivers. Such land, too, is frequently purchased at 
a price below the value even of its natural produce. Stock employed 
in the purchase and improvement of such lands must yield a veiy 
large profit.' ^ 

The high profit causes rapid accumulation, and the 
rapidity of the accumulation causes high wagea But ' when 



* Bk. 1. cb. ix. p. 40 a. 
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the most fertile and best situated lands have been all occu- 
pied, less profit can be made by tbe cultivation of wbat is 
inferior both in soil and situation/ so that as the colony 
increases, profits fall. Wages do not fall along with profits, 
because the rapidity of accumulation does not slacken, since 
' a great stock, though with small profits, generally increases 
faster than a small stock with great profits.' 

Adam Smith then proceeds to admit, in contradiction or 
qualification of the proposition with which the chapter opens, 
that there is another cause for rising profits besides the 
decline of the society's wealth : — 

' The acquisition of new territory or of new branches of trade 
may sometimes raise the profits of stock, and with them the interest 
of money, even in a country which ia fast advancing in the acquisition 
of riches. The stock of the country, not being suiHcient for the whole 
accession of buainess which such acquisitions present to the different 
people among whom it is divided, is applied to those particular 
branches only which afTord the greatest profit Fart of what hod 
before been employed in other trades w necessarily withdrawn from 
them, and turned into some of the new and more profitable ones. In 
all those old trades, therefore, the competition comes to be less than 
before ; the market cornea to be less fully supplied with many dif- 
ferent sorts of goods. Their price necessarily rises more or less, and 
yields a greater profit to those who deal in them.' ' 

Declining wealth, or, to be more particular, ' the diminu- 
tion of the capital stock of the society, or of the funds 
destined for the maiotouanco of industry,' raises profits, be- 
cause it both reduces wages and raises prices, so that ' the 
owners of what stock remains in the society can bring their 
goods at less expense to market than before, and, less stock 
being employed in supplying the market than before, they 
can sell them dearer.' ^ 

In rather startling contrast to his proposition that high 
wages and high profits scarce ever go t.ogether, Adam Smith 
declares that when a country becomes stationary ' both the 
wages of labour and the profits of stock would probably be 
vor}* low.* * The competition for employment would neces- 
sarily bo so great as to reduce the wages of labour to what 
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was barely sufficient to keep np the number of labourers/ 
while ' as great a quantity of stock would be employed in 
every particular branch ' of buHinoss ' as the nature and 
extent of the trade would admit/ so that the competition 
' would everywhere be as great, and consequently the ordinary 
profit na low as possible/ ' 

It would be idle to pretend that this account of the 
causes wliieh determine the rate of profit is, as a whole, 
entitled to any very great respect. Why ' must ' the stock 
employed in the cultivation of the cheap and fertile land of 
a new colony ' yield a very large profit ' ? How can a diminu- 
tion in the quantity of all goods in the production of which 
capital is employed raise their prices ? If all producers 
' bring less to market/ how can they each give each other 
more in exchange for their various products ? What is meant 
by a rate of profit * as low as possible ' ? But the main 
practical question is. What causes the fall of profits as a 
country grows richer ? and Adam Smith was on strong ground 
when he answered ' Increasing wealth/ In the chapter 'Of 
Stock lent at Interest ' in Book ii. he recapitulates his doc- 
trine on this point in the following terms, which render it 
somewhat plainer than ho had left it in Book i. : — 

' As capitals increase ia any country, the profits which can be 
made by employing them necessarily diminish. It becomes gradually 
more and more dltHcuU to find within the country a profitable method 
cf employing any new capital. There arises, in consequence, a com- 
petition between dltferent capitals, the owner of one endeavouring to 
get possession of that employment which is occupied by another. 
But upon most occasions he can hope U> jostle that other out of this 
employment by no other means but by dealing upaa more reusunable 
terniA. He must not only sell what he deab in somewhat cheaper, 
but, in order to gat it to sell, ho must sometimes too buy it dearer. 
The demand for productive laboar, by the increase of the funds which 
ara destined for maintaining it, grows every day greater and greater. 
Lnbourera easily find employment, but the owners of capital find it 
diOictilt to get labourers to employ. Their com{>etitiou raises the 
wages of labour, and sinks the profits of stock/ ^ 

There is much truth in this. People endeavour to invest 
new capital in the way in which it will bring in the largest 

1 Bk. T. oh. ix. p. 43 ^. ' Bk. ii. ch. It. p. 157 a. 
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periodical return in proportion to the outlay. No one will 
spend twenty days' innnodiate labour in a particular wny. in 
order to save himself one day's labour per annum hereafter, 
when he knows that by another way of spending the twenty 
da3rB* immediate labour he could save himself two days' labour 
per annum. No one will spend £100 at once in order to get 
£5 a year, if he knows of another way of investing it which 
will give him £10 a year. Consequently, so far as its oppor- 
tunities and knowledge go, a community makes the most 
profitable investments first, and if knowledge never increased, 
it would always become 'gradually more and more difficult to 
iind within the country a profitable method of employing any 
new capital.' Then ' there arises a competition ' which causes 
the proportion of labour animally saved or income annually 
gained by means of the new capital to regulate the rate of 
profit on all the capital. The discovery of new profitable 
methods of employing large quantities of savings checks the 
decline, and might, of course, if sufficiently great and rapid, 
cause a continuous rise. 

The Ricardion school, however, misled by their habit ot 
looking on profits as a mere surplus remaining to employers 
after they have paid wages, totallj' rejected Adam Smith's 
explanation of the historical fall of profits, and preferred to 
attribute it to a cause which has no existence, the supposed 
diminution in tlie productiveness of agricultural industry. 
West, the fii'st, though not the name-father and greatest of 
the 'Ricardian ' school, thought that the slightest consideration 
would * detect the fallacy ' ' of Adam Smith's opinion that the 
general fall of profits is caused by an increase of the capital 
employed in aU trades, just as a fall in one particular trade 
may be caused by the increase of the capital employed in that 
trade. Increased competition. West argues, lowers the profits 
obtained in a particular trade by reducing the price obtained 
fur the product, but increased competition in all trades could 
not bring down all prices, since price is only the ratio in 
which articles exchange, and all articles could not be lower 
in proportion to each other. Nor, he says, could increased 
competition lower profits by raising wages, since wages are 
fixed by ' the greatness of the ratio of the increase * ' of the 



* Appiication ^f Capital^ p. 20. 
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capiUl, and this ratio. *if the conntry be equally parsi- 
nionicnis/* is determined by the rate of profit, so that a felling 
rate of profit would act as a chock on wa^es. ' The profits of 
stock/ he says, ' are the net reproduction of stock, which can 
be diminished in two ways only, namely, either by a diminu- 
tion of the powers of production, or by an increase of the 
expense of maintaining those powers ; that is. by an increaee 
in the real wages of labour.'* Believing that the fall of profitai 
cannot be attributed to the second of these causes, he attri- 
butes it entirely to the first. 

Eleven years later, in the preface to his pamphlet on the 
Price of Com arid Wag&i of Labowr, he complained that 
Ricardo had not given his Esmy on the A}/plication of 
CwpiUd the credit of the discovery that ' the diminution of 
the net reproduction or the profits of stock, which is ob- 
served to take place in the progress of wealth and improve- 
ment, must necessarily be caused by a diminution of the 
productive powers of labour in agriculture.' The complaint 
was quite imfounded, as Ricardo had put forward the same 
theory in his Essay on, the Infliumce of a Low Price of Com* 
on the P)\>fit8 of Stock, ehowiiig the Iruxpedie^icy of ReMric- 
tiona on Iviportatio^i, which appeared before he had read 
West's pamphlet on the AppliccUion of Capital.^ Ricardo 
proposed to show the inexpediency of restrictions on impor- 
tation by proving that a low price of com means high profits, 
which, as became a man of finance, he assumed to be a 
blessing. 

Obviously with some reminiscence of Adam Smith's re- 
marks on the highness of profits in new colonies in his mind, 
he takes as his starting-point an assumed profit of fifty pet. 
cent ' in the first settling of a country rich in fertile land, and 
[sic] which may be had by any one who chooses to take it,'* 
He imagines, as an example, an individual cultivating sucb 
land with a capital of the value of 200 quarters of wheat, half 
of which is fixed and half circulating capital, and obtaining a 
net return, after replacing his fixed and circulating capital, of 
100 quarters. 

So long as equally fertile and equally well-situated land 



' Applicalwii o/atpitaJ, p. 24. 
' S«e Above, p. 165, uoto 4. 
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continued abundant, profits would, ho says, only fluctuate. 
They would riso if wages fell so that a less circulating capital 
was required to obtain the same produce, or if improvements 
took place in agriculture which increased the produce ob- 
twiiable by a given expense. They would fall if wages rose 
or 'a worse system of agriculture were practised/ But ho 
asks his readers to ' suppose that no improvements take place 
in agriculture, and that capital and population advance in the 
proper proportion, so that the real wages of labour continue 
uniforndy the same/ ' Then, premising that profits in trade 
and agriculture must vary together, as otherwise capital would 
flow into the most inviting of the two employments, he be- 
gins to trace the general course of the rate of profit : — 

'After all the fertile land in the immediate neighbourhood of the 
first settlers were [*itf] cultivated, if capital and population increased, 
more food would be required, and it could only be procured from land 
not so advantageously situated. Supposing, then, the land to be 
equally fertile, tho necessity of employing more labourers, horses, etc., 
to carry the produce from the place whero it was grown to the place 
where it was to be consumed, although no alteration were to take 
place in the wages of labour, would make it necessary that more 
capital should be permanently emjiloyed to obtain the same produce.^ 
Suppose this addition to be of the value of 10 quart.ors of wheat, the 
whole capital employed on tho new land would be 210 to obtain tho 
same return ' as on tho old ; and consequently the profits of stock 
would fall from 60 to 43 par cent, or 90 on 210.* 

' On the land first cultivated the return would be the same as before, 
namely, 50 per cent, or 100 quarters of wheat ; but the general pro- 
fits of stock being regulated by the profits made on the least profitable 
employment of capital on agriculture, a division of the 100 quarters 
would take place, 43 per cent, or 66 i^uarters, would constitute the 
profit of stock, and 7 per cent, or 14 quarters, would constitute rent. 

' Worl-g, p. 372. 

" He means that to obtain a given atnoont of produce from the new land 
It would be neceuory to employ a larger capital than would bo required to 
obtaSn that amonDt of produce from the old land. 

' The ' rotaro ' is here the grou produce, tbongb three linos lower it is the 
net produce. 

* The 90 quarters Es obtained by assuming that tho additional 10 quarters 
of capital consiftt entirely of circulating capitaU and so (having to be replaord 
at the «nd of the year) muat be deducted from the 100 quurtoraof net return 
abuwii by the tirat axaiupla. 
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And that such a division nui^t tukv place is evident, when wo consider 
that the owner of the capital of the value of 210 quarters of wheat 
would obtain precisely the same profit whether he cultivated the dis- 
tant land, or paid the first settler 14 quarters for rent 

* In this stage the profits in [sic] all capital employed in trade 
woold fall to 43 per cent' ^ 

Having thus shown, as he thinks, that profits would fall 
with the growth of wealth and population, even * if the money 
price of corn and the wages of labour did not vary in price in 
the least degree/ Ricardo proceeds to argue that a fortioi^ 
must profits fall in the actual progress of wealth and popula- 
tion, since ' the price of com and of all other raw produce has 
been invariably observed to rise as a nation became wealthy 
and was obliged to have recourse to poorer lands for the pro- 
duction of part of its food.' - He explains that this rise in 
the price of raw produce takes place because ' the exchange- 
able value of all commodities rises as the difficulties of their 
production increase/ and that the difficulty of producing corn 
does increase in the progress of wealth if there are no im- 
provements. Then he makes a prodigious leap, concluding : — 

* The sole effect, then, of the progress of wealth on prices, inde- 
pendently of all improvements either in agriculture or manufactures, 
appears to be to raise the price of raw produce and of labour, leaving 
alt other commodities at their original prices, and to lower general 
profits in consequence of the general rise of wages.' ' 

The true and 'only'* cause of the fall of profits having 
been thus expounded, all that remains for him to do is to 
render the matter free from doubt by demolishing the 
common theory that profits are affected by * the extension of 
commerce and discovery of new markets where our commo- 
dities can be sold dearer, and foreign commodities can be 
bought cheaper ':— 

' Nothing is more common,* he says, ' than to hear it asserted 
that profits on agriculture no more regulate the profits of commerce 
than that [nc] the profits of commerce regulate the profits on agricul- 
ture. It is contended that they alternately take the lead ; and if the 

> frorfa, p. 373. • Ibid., pp. 376, 376. » Ibid,, p. 877. 

* ' i'roOia of Btook fall only b^auae laud equally well ulapted to pruduoa 
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profits of commerce riso, which it is said tliey do when new markets 
are discovered, the profits of agriculture will also rise; for it iH ad- 
mitted that if they did not do so, capital would be withdrawn from 
the land, to be employed in the more profitable trade. Hut if the 
principles respecting the progress of rent be correct, it ia evident that, 
with the same population and capital, whilst none of the agricultural 
capital ia withdrawn from the cultivation of the land, agricultural 
profits cannot rise, nor can rent fall ; either, then, it must be contended, 
which is at variance with all the principles of political economy, tliut 
the profits on commercial capital will rise considerably whilat the 
profits on agricultural capital suffer no alteration, or that, under auch 
circumstances, the profits on commerce will not rise.^^ 

Rioardo considers ' the latter opinion * to be ' the true one.* 
The high prolits obtEuned in a new market are, he thinks, a 
very partial and temporary altair ; they soon ' sink to the 
ordinary level ' : — 

' The effects are precisely similar to those which follow from the 
use of improved machinery at homo. 

' ^Vhilst the use of the machine ia confined to one, or a very few, 
manufacturer?, they may obtain unusual profits, because they are 
enabled to sell their commodities at a price much above the cuat of 
production — but as soon as the machine becomes general to the whole 
trade, the price of the commodities will sink to the actual coet of pro- 
duction, leaving only the usual and ordinary profits. 

' Daring the period of capitU moving from one employment to 
another, the profits ou that to which capital is flowing will be rela- 
tively high, but will continue so no longer than tUi the requisite 
capital is obtained. '^ 

Hia theor}' that the discovery of new and more profitable 
markets docs not raise profits is not itself nearly so startling 
as his assumption that profits are not raised by the use of more 
profitable machinery. Certainly one would imagine that the 
introduction of a new method of employing capital profitably 
would tend to raise the rate of profit on capital Ricardo, 
however, explains that the discovery of machinery and the 
extension of commerce, as well as the division of labour in 
manufactures, 

' augment the amount of commotUties, and contribute very much to 

■ Wwkt, pp. 879, use. * Jbid., p. 3d0. 
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the ease and hnppineas of mankind, bat they have no effect on the 
rate of profits, becanse they do not augment the produce compared 
with the cost of production on the land, and it ih impoAMible that all 
other profits should rise whilst the profits on land are either stationary 
or retrograde.' ^ 

The whole argument depends on the truth of two pro- 
positions, of which the first, that agricultural profits cannot 
rise unless some of the agricultural capital is withdrawn from 
the cultivation of the land, is expressed in the text ; and the 
other, that none of the agricultural capital will be withdra^vn 
while capital and population remain the same, is to be found 
in a footnote.* The first proposition Ricardo bases only on 
his own exposition of the effect of the progress of wealth and 
population on agricultural profits,' so that his argument 
against the common theory begins by assuming the correct- 
ness of his own, and thus adds no new strength to his posi- 
tion. The second proposition he defends on the ground that 
it is impossible to withdraw any of the agricultural capital 
without diniinishing the production of food, and the food is 
•necessary' for the population. But it is tolerably obvious 
that one or both of the propositions must be untrue. When 
Ricardo argues that ' it is impossible that all other profits 
should rise whilst the profits on land are either stationary or 
retrograde,' it does not appear to have struck him that it 
might equally well be argued that it is iinpossible that agri- 
cultural profits should remain stationary or decline while 
other profits are rising. The discovery of new profitable 
methods of using capital which raises profits in any trade 
must tend to raise profits in all other trades, including 
agriculture. Either some capital must be withdrawn from 
i^riculture in spite of the food being * necessary ' for the 
population, or else the whole of the capital must be retained 
in agriculture by a rise of the profits obtained in agricidture 
in spite of Ricardo s theory that those profits cannot rise un- 
less capital is withdrawn. No one will invest in agriculture, 
however necessary for the population food may be, if he can 
' make greater profits elsewhera' 

» Worku, p. 381. « Jbid., p. 38a 

* * If the principles respecting the progreu of rent be correoti' «bore, 
p. 383. 
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In the chapter * On Profits * in the Principles^ the main 
proposition which Ricardo socks to establish is * that in all 
countries and at all times profits depend on the quantity ot 
labour requisite to provide necessaries for the labourers on 
that land, or with that capital, which yields no rent/ * and a 
corollary of this proposition, incidentally mentioned, is that — 

' The aatoral tendeucy of prufita is to fall ; for, in the progress of 
society and wealth the additional quantity of food required is obtained 
by the sacrifice of more and more labour. This tendency, this gravi- 
tation, as it were, of profits ia happily checked at repeated intervals 
by the improvements in machinery connected with the production of 
neceesariee, as well as by discoveries in the science of agriculture, 
which enable us to relinquish a portion of labour before required, and 
therefore to lower the price of the prime neceasaty of the labourer.' ^ 

The chapter has a most difficult appearance in consequence 
of its author's fondness for attempting to prove general 
propositions by means of imaginary arithmetical examples 
of particular cases, but its argiunent is in reality simple 
enough. 

The first theory of the Essay, that profits would fall 
' diiring the progress of the country in wealth and population * 
even * if the money price of corn and the wages of labour 
did not vary in price in the least degree,' does not reappear. 
Ricardo prefers now to rely entirely on the second or 
a fort'iori argument of the Essay, that increasing difficulty 
in the production of corn lowers profits by raising wages, 
wages meaning of course not real wages, the amount of 
necessaries and conveniences enjoyed by the labourers, but 
money w^es. He thinks he has proved in his earlier 
chapters that * the price of com is regulated by the quantity 
of labour necessary to produce it with that portion of capital 
which pays no rent,' and abo that * all manufactured com- 
modities rise and fall iu price, in proportion as more or less 
labour becomes necessary for their production.* • Accordingly 
be argues ; — 

* Supposing corn and manufactured goods always to sail at the 

I iBt od. p. 143 ; 3d ed. ID Worh, p. 70. 
' Ut ed. p. 133 ; 3d ed. in \fprh. p. 66. 
■ latftd. p. 116 ; 3d ed. m Work»t p. 6a 
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sstno price, profits woulil be bigh or low in proportion as wages were 
low or higL Bnt suppose corn to rise in price becaase more laboui 
is necessary to produce it; that cause will not raise the price of 
manufactured goods in the production of which no additional quantity 
of labour is required. If then wages continued the same, profits 
would reinaiii the same ; but if« as is absolutely certain, wages should 
rise with the rise of corn, then prufita would uecesaarily fall. 

' If a manufacturer always sold his goods for the same money, for 
j£1000 for eiainple, his profits would depend on the price of the 
labour necessary to manufacture those goods. His profits would be 
lass when wages amounted to X800 than when he, paid only £600.'^ 

Some one, Ricardo thiuks. may imagine that the case of 
the fanner will be difforont, since he gets an increased price 
for his produce. May not the increase of price lead to his 
having ' the same rate of profits, although he should have to 
pay an additional price for wages ' P Ricardo answers that 
the increase of price will be just counterbalanced either by 
rent or by additional wages. He endeavours to show that this 
is so by the aid of an arithmetical example. Starting from 
the case of a farmer raising 180 quarters of wheat at £4. by 
employing ten men at wages of 6 quarters or £24 each, he 
inquires what will happen if wealth and population increase 
80 that the price of corn rises, and additional groups of ten 
men are employed, the first additional group producing only 
170 quarters, the second 160, the third 150, and the fourth 140, 
The price of com, he says, will rise exactly ' in proportion 
to the increased difficulty of growing it on land of a worse 
quality/ 2 By this he means that the price will vary exactly 
with the number of men required to raise a given quantity 
on the last land employed, or with the last capital employed. 
If the last ten men employed raise 180 quarters, and the 
price is £4, then when cultivation is extended so that the 
last ten men employed raise only 170, the price will rise to 
\r of £4, or £4 4s. Sd. When cultivation is still farther 
extended, so that the last ten men only produce 160 quarters, 
the price will rise to £4 lOs. When the last ten men pro- 
duce only 150 quarters, it will riso to £4 IGs., and when the 

^ iBted. pp. U7, US; 3d ed. in Works^ p. 9k 

» leted. p. 118; 3d ed. iu Worl-^, p. ftl. 

■ Itted. p. 120 ; 3d ed. in Works, pp. Hi, (12. 
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last ten men produce only 140 quarters, it will rise to 
£5 2s. lOd. The obvious arithmetical consequence of this 
is that the total produce of the last ten men, whatever it be, 
will always soil for the same amount of money — in this case, 
£720 — and that if the labourers get more of this amount, the 
farmer will get less. Assuming that money wages will rise 
steadily with the price of com, but only half as fast. Ricardo 
lays it down that as the price of com rises from £4 to 
£4 4s. 8d., £4 10s.. £4 16s,, and £o 2s. lOd., the wages of 
ten men will rise from £240 to £247, £255, £264, and £274 5s., 
and so, as the whole produce of the lost ten men is always 
worth £720. the amount of profit left to their employer must 
fall from £480 to £473. £4G5. £45C. and £445 158. Hero we 
have the employer of the last ton men receiving a loss 
absolute amount of profit in consequence of the * rise of wages.' 
but we know as yet nothing about the rates or percentages 
of liis profit, for the amount of the capitals has not 
been mentioned. Kiairdo now attempts to deal with this 
question : — 

'Supposing,' he says, 'that tbo original capital ot tlie former was 
£3000, the profita of hia stock, being in tho first instance £480, 
would \te at the rate of 16 per cent. When his profita fell to £473, 
they would be at tho rate of 16 '7 per cent 

£465, . . 16*5 

£456, . 15-3 

£445, . . 14-8 
But the rate of profits will fall still more, because the cftfjital of 
the farmer, it must be recollected, consists in a great measure of raw 
produce, such as his hay and com ricks, his unthnished wheat and 
barley, his horses and cows, which would all rise in price in conse- 
quence of the rise of produce. His abtjolutc proHU would fall from 
£480 to £445 15s.; hut if from the cause which I have ju^t stated, 
his capital should rise from £3000 to £3200, the rate of profits would, 
when com wo^ at £5 2a. lOd., be under 14 per cent.' ' 

In thus distinguishing the rate at which the farmer's profits 
on his original capital ' would bo ' from the italicised rate of 
his profits, by which he moons tho rate at which they would 
be on his actual appreciated capital, Ricardo shows, what is 
also proved by a table he gives in a note to the passage, that 

> ist td. pp. 127. 128 ; 3a «d. in ffViU. p. 61 
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he was thinking too much of the farmer who employs the firet 
ten men, and who. when the price of corn rises, begins to pay 
a rent, and too little of the no- rent-paying farmer who employs 
the last ten men. and, therefore, according to the scheme, 
sets the standard of profits. The absolute amomits of proiit — 
the £473, the £465, the £456, and the £445 15s.— which the 
last ten men employed successively bring in to their employer 
Its the price of wheat rises, are not earned on the ' original 
capital' of 'the farmer.' but either on the capital of a new 
farmer, or on an addition to the capital of the original farmer. 
The original capiud continues to bo employed in connection 
with the original ten men. The new capitals employed with 
the new groups of ten men, not only are diflFeront capitals, 
but need not bo of the same amount To establish Ricardo's 
position, it is necessary to assimie that they are of the same 
amount, or that they increase. Assuming, as he generally 
docs in bis calculations, that the amounts remain the same, 
and accepting his other data, we get the results shown in the 
following table, when wheat is at £4 166. per quarter . — 



Mflo. 


ProducB. 


Rant 


Wi««. 


Pruflta. 


GapiUl. 


lUUof 
Pxwmu 


Lut ten, 
Third ten, . 

Second tec^ . 
Ohgtoal ten, 


150 qn. = £720 
160 qn. = £7tiS 
170 qn. = £810 
180 qn. = £864 


£45 

£96 

£144 


£2G4 
£201 
£264 
£264 


£456 
£156 
£456 
£456 


£3.000 
£3.000 
£3,000 
£3,000 


15-2 
I6'2 
16-2 
15'2 


AU forty. 


660qn.»£3168 


£288 


£l05tj 


£1K24 


£12,000 


16 '2 




But it would be perfectly reasonable to assume, in the 
absence of any detinite inlormatiou on the subject, that to 
employ the second ten men rather less capital will be required 
than to employ the first, rather luss to employ the third than 
the second, and so on. On the face of it, supposing all forty 
to be employed by the same farmer on the same land, it is 
highly improbable that he will require to double his capital 
in order to double his men, since much of liis tixed capital 
will not require to be increased in anything like the same 
proportion. Once allow that this is a possible case, and 
Bicardo'a elaborate theory collapses. Instead of Ids decreasing 
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absolute amounts of profits, £480, £473, £465, and £456 
necessarily meaning a fall in the rate of profits, they are, 
granting all his assumptions, compatiblo with a riso. 

To employ the first ten men, who produce 180 quarters, 
requires, let us say with Ricardo, a capital of £3000, and profit 
is £480, or 16 per cent. Now let us suppose that to employ 
the second ten men, who produce 170 quarters, requires, not 
another £3000 of capital, but only £2782. When the price of 
wheat goes up to £4, 4s. 8d., and these ten men are employed, 
their wages, according to Ricardo, will bo £247, and the profits 
of their employer therefore £473. This £473 is 17 per cent 
on £2782, so that the rate of profit, instead of falling, has 
risen.i If to employ the third ton men takes £2695 of capital, 
and the profits of their employer are, as Ricardo says they 
will be, £465, there will be a further rise of the rate of profit 
to 17^ per cent, and if to employ the fourth ton men requires 
a capital of £2533, and the profits of their employer are, as 
Ricardo says, £456, there will be yet another riso of the rate 
of profit to 18 per cent Instead of the state of things 
represented in the table above, when wheat is at £4, 16fi. per 
quarter, we should then have the following: — 



Man. 


rrodneB. 


lUat 


w««. 


Proftte. 


OapiUL 


Rate or 

Proflt 


Liist t«n, 
Third ten, . 
Second ten, . 
Original t«D, 


150 qra. = £720 
160 qre, =£768 
170 qra. = £SI6 
180 qn. = £804 


£19 
£51 

£60 


£264 
£2&1 
£264 
£264 


£456 
£485 
£501 
£540 


£er>.H3 

£2695 
£2782 
£3000 


16 
18 

18 
18 


All forty, . 660 qw. =£3168 


£130 


£1066 


£1982 


£11010 


IS 



Apart from his arithmetical example, which is thus seen 
to be far from conclusive. RicArdo does not seem to havo had 
any argument in favour of his theory that the rate of profit 
depends on the productiveness of the last employed, least 

' It may perb&pa be ubjocted that if a larger rate of profit coald be obtained 
by empluyiug tbo itevuud ten men, they would have been employed before. 
ThiB, however, la doI the oaae. They woald not have bruaght in 16 per oeot 
to their employer so long ai the price of whcAt remained at £4, for their pro- 
ducu.uDiilil hnve been worth only £4 >: 170 = £660, muX their wages woald 
havo Iftkeii £240 of this, leaviiip; only £440 for their cmptuyer, which in I5'8 
ptT cunt tm £2782. 

T 
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productive, or no-rent-paying atj^ncultural industry. Never- 
theless this theory was widely accepted for a time. Maltbus 
indeed criticised it in a hostQe spirit, both in private corre- 
Bpondence with Ricardo,' and in his Political Economy, anci. 
Ricardo and he imagined there was some serious difference of 
opinion between them on the subject. Yet when wo look 
back on the controversy after the lapse of seventy or eighty, 
jearSf we con see that tho real dispute between them was lesa^ 
about profits in general, than about profits in England after 
the war. Malthus quite agreed with Ricardo that profits 
depend on wages, and must thoroforo depend on the pro- 
ductiveness of tho least productive agricultural industiy if 
Ricardo*s assumption of invariable real wages be granted. 
To prove it. he had no need of Ricardo's elaborate arithmetical 
example, since he constantly identified the rate of profit or 
'profits ' with tho capitalist's proportion of tho produce: — 

* It is merely a truiam to say that if tho ralae of commoditiea be 
divided between labour and profits, the greater is the share taken by 
one, the less will be left for the other ; or in other words, that profits 
fall as labour rises, or rise as labour falls.' ^ 

What he chiefiy complained of was that Ricardo had not 
allowed nearly sufficient importance to the enormous dif- 
ferences which are actually found between real wages— the 
oecessarieSj conveniences, and luxuries obtained by the 
labourers — at different times and places. Ascribing these^ 
difforences to dififerences in ' the proportion which capitali 
bears to labour,' ' he put forward that proportion as somethingl 
which has more actual infiuence on the rate of profit than 
the productiveness of no-rent-paying agricultural industry, 
and declared that Adam Smith was far nearer the truth in 
ascribing tho fall of profits to the competition of capital than 
Ricardo was willing to allow : — 

' The argument against the usual view which has been taken of 
profits as depending principally upon the competitiun of capital, is 
founded upon the physical necessity of a fall of profits in agriculture, 
arising from tho increasing quantity of labour required to procure tiie 
same food 

' See LtttcTM of Ricardo to MaUhus, od. Bonar, ptusim. 
» PoHeicai Economy, p. 310. 
» Ibid., im. 



§M 



PROFira PER CENT — JAMES MILL 



291 



*Now T am fully disposed to allow the truth of this argument aa 
apjilied to agricultural profits, and also ita natural consequence on at! 
profits. Thi.^i truth is indeed neceasaiily involved both in the 
Principle of Population and in the theory of rent, which I published 
aeparately in 1816. But I wiah to show, theoretically as well as 
practically, that [Hswerful and certain aa this cause is, in its final 
operation, so much so as to overwhelm every other j yet in the actual 
state of the world its natural progiuss is not only extremely slow, 
but is 80 frequently counteracted and overcome by other causes, as to 
leave very great play to the principle of the competition of capital ; 
BO that at any one period of some length in the last or following 
hnndrcd years, it might most safely bo asserted, that profits had 
depended, or would depend, very much more upon the causes which 
had occasioned a comparatively scanty or abundant supply of capita] 
than upon the natural fertility of the land last taken into cultivation/' 

James Mill, in tlie first edition of his Elements, regarded 
the question ns a simple one. Premising that the wages 
and profits received in no-rent-paying industry regulate the 
wages and profits received in rent-paying industry, so that, 
' in considering what regulates wages and profits, rent may be 
left altogether out of the question,' he observes : — 

'When anything is to be divided wholly between two parties, 
that which regulates the share of one regulates also, it is very evident, 
the share of the other ; for whatever is withheld from the one the 
other receives ; whatever, therefore, increases the share of the one 
diminishes that of the other, and vice vcrsd* We might, therefore, 
with equal ]>roprioty, it should seem, affirm that wages determine 
profits, or that profits determine wages ; and, in framing our language, 
assume whichever we pleased, as the regulator or standard. 

' As we have seen, however, that the proportion of the shares 
between the capitalist and labourer de[>end3 upon the relative abun- 
dance of population and capital, and that population, as compared 
with capital, has a tendency to snperabouDd, the active principle of 
change is on the side of population, and constitutes a reason for con- 
sidering jx>pulatton, and consequently wages, as the regulator. 

' Wherefore, as the profits of stock depend upon the share which is 
received by its owners of the joint produce of labour and stock, profits 
of stock depend upon wages — rise as wages fall, and fall aa wages rise.'* 

It occurs to him that some one may very naturally object 

> Poiitical Economy, pp. 316, 317. 

* Ut ed. pp. M, 67 ; 3d ed., with the subiiitution of 'As tlierefore* for 
'wherefore,' pp. 70, 71- 
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that * when anythinj^ is to be divided wholly between ti 
parlios/ the amotint which each party will ^^et will depend^ 
not only on the • shares ' or proportions in which it is divided, 
but also on the nia^'nitude of the thing divided. * To speak 
clearly on this point,' he therefore says. * we must remove an 
ambi<^uty which adheres to the word profits/ and he then 
explains that * profits' may mean cither the quantity of com-, 
modities 'which the capitalist receives as the return for a* 
certain quantity of food, raw materials, and tools employed,* 
or the rate of profit, that is, the ratio between ' the value of that 
share of the produce which comes to the capitalist/ and * the 
value of all the commodities employed as capital in affecting 
the production.'* If the word be used in the first of these 
senses, ho admits that ' profit-s do depend upon two things; 
upon the quantity of return as well as the state of wages, 
since * when the return to capital from the land is great/ a 
given proportion, such as a half, of the yield to ' the same quan- 
tity of food, for example, and of implements of husbandry 
employed as capital/ will be a larger quantity than when the 
return to capital from the land is small. If, however, the term 
profits be used in the other sense, profits depend on wageai 
because the value of the labourers' and capitalists' joint share 
of the produce obtained by the same quantity of capital and 
labour always remains the same, and ' if the value of that 
which is divided as wages of labour and profits of stock re- 
mains the same, it is obvious and certain that the proportion 
of that value which goes as profits of stock depends wholly 
upon that which goes as wages/ ^ This is quite true, but 
James Mill draws a perfectly erroneous inference from it 
'The rate of profits therefore,' he says, * or the ratio which the 
value of that which is received by the capitalist bears to the 
value of the capital, depends wholly upon wage&' Obviously, 
like Malthus, ho has here coolly identified the ratio which 
the capitalist's portion bears to his capital with the ratio 
which it bears to the produce divided between the capitalist 
and Labourer. In a later chapter he recognises that the two 
ratios are not the same, but does not happen to contemplate 
a case in which they vary in opposite directions. * 

^ l»te>1. p. 68. ThiiL, p. 60. 

' Ub. iii. ««otion iii. on * the •ffeot upon exchAngeable Vkluei of a fltictuib- 
tioQ iu wi4{ea luiU protiU. ' 
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As to the consequence of profits ' dependinij on wa^'es,' 
namely, that they rise and fall according as the productive- 
ness of no-ront-paying a^Ticultural industry rises and falls, 
and that, consequently, they generally fall, ho is in perfect 
agreement with Ricardo. ' 

M'CuUoch saw that the matter was not quite so simple as 
Ricardo and his henchman supposed. At the Leaning of 
his exposition of * the circumstances which determine the rate 
of profit/' he says that it is obvious that if the proportion 
of produce-miniw-rent which goes to wages is increased, the 
proportion which goes to profits must be diminished, but, he 
explains, ' the profit accruing to the capitalists is different and 
totally distinct from the proportion of the produce of industry 
falling to their share.' ^ A reiwler naturally expects him to 
proceed to say that * profit/ meaning the rate of profit — the 
ratio of profit to capital — ^is a different thing from the pro- 
portion of produce-mtnt6.v-rent received by the capitalist, that, 
for instance, profits may bo 5 per cent, while the capitalist's 
proportion of produce-wm'iw-rent, or p^ofits-J>^iw^- wages is 
30 per cent. But, though M'Culloch does explain this a few 
pages further on, it is not at all what be is thinking of for the 
moment. All that he moans is that the entire ' return ' to the 
capital of a farmer,- for example, does not consist of wages 
and profits. A p<^)rtion of that which, * in the first instance/ 
falls to the capitalist after he has ]>aid wages, is not part of 
his profits, but is *reqm'red to replace the quantity he had 
expended in seed ' and * other outgoings.' The explanation is 
perfectly unnecessary, because Ricardo, and probably every 
one else in his time, when they talked of the ' produce ' of a 
farm being divided in a particular way between rent, wages, 
and profits, meant the net produce which remains after pro- 
viding for ' seed and other outgoings.' Any other interpreta- 
tion of the term would inevitably lead to the greatest 
absurdities. When an economist talks of the ' produce' of a 
tailor, he docs not mean to include the cloth, witJi the produc- 
tion of which the tailor had nothing to do, but only the put- 
ting together of the cloth, or the additional value or utility 
conferred upon it A corn-grower's annual ' produce/ in the 



' ut ed. pp. no-62. 

• Ibid., p, ;i«tt. 



> PrindfiM ^f FoiUUal Economy, 1625, p. 363. 
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economist's sense of the word, is no more the whole of the 
com on his farm immediately after the harvest than a shoop- 
rfliser's annual * produce * is the whole of the sheep on his 
fanu at the end of iho brooding season. 

After finishing his explanation of the difference between 
profits and the capitalists' proportion of the produce of in- 
dustry, and having obsorvod that profits do not depend on 
exchanges. MCullot^h says: — 

* Mr. Hicardo has endeavoured to show, in one of the most original 
and ingenious chapters of hia work, that the RATE of profit depends 
entirely on Iho proportion in which the produce of industr)' under 
deduction of rent is divided between cnpttalisu and labourers; that 
a rifle of profits can never t>e broutjht about except by a fall of pro- 
portional wages, nor a fall of profits except by a corresponding rise of 
proportional wages.' ^ 

As against this contention, M'Culioch has little difficulty 
in framing arithmetical examples in Avhich protits appear to 
bo raised directly by increased productiveness of induRtry or by 
diminished necessity for using capital, and remain stationary 
in consequence of increased productiveness of industry, al- 
though the proportion of produce falling to wages is increased. 
It is veiy doubtful, however, if Ricardo * endeavoured to show ' 
what M'CuUoch attributes to ]»im. What he really ' en- 
deavoured to show * was that the rate of profit depends on the 
productiveness of the last employed, or no-rent-paying agri- 
cultural industry, and it is not of much importance to his 
theory whether this dependence is brought about only through 
rises and falls of money wages, or also by the direct infiucnce 
of variations in the productiveness of industry, as M'Culloch 
supposes. And in rejecting Adam Smith's theory* that the 
historical fall of profits is caused by the plcntifulness of 
capital, and adopting Ricardo's theoiy that it is caused by 
the decreasing pmductiveness of no-ront-paying agricultural 
industry, M'Culloch makes no reservations, except by intro- 
ducing increased taxation as another possible cause : — 

' It ia not,' he says, ' competition, bnt it is the increase of taxation 
and the necciisity under which society is placed of resorting to soila of 
a decreasing degree of fertility to obtain supplies of food to fued an 

» Frincipia^ p. 367. 
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increasing population, that are tlis great causes of that reduction in 
the rate of profit which uniformly takes place in the progress of 
society. When the last lands token into cultiTation are fertile, there 
is a comparatively largo amount of produco to be divided between 
profits and wages ; and both profits and real wages may, in conse- 
quence, be high. But with every successive diminution in the fer- 
tility of the soils to which recourse must be had, the quantity of 
produce obtained by a given quantity of capital and labour must 
necessarily be diminished. And this diminution will obviously 
operate to reduce the rate of profit — (1) by lessening the quantity 
of produce to be divided between the capitalist and the labourer, and 
(2) by increasing the pro{X)rtion falling to the share of the latter/^ 

Here the fallacy which, as we have seen, vitiates Ricardo's 
arithmetical example, lurks in the phrase 'a given quantity 
of capital and labour.' Just as Ricardo, in his arithmetical 
example, links the labour of ten men indissolubly with £3000 
of capital, so M'Culloch here links the labour of x rnen indis- 
solubly with y capital As soon as it is pointed out that the 
fact that X men are employed in conjunction with y capital 
does not prove that 1y capital must necessarily be employed 
with 2aj men, the phrase ' the quantity of produce obtained 
by a given quantity of capital and labour ' ceases to have any 
intelhgible meaning. If x men with y capital obtain z pro- 
duce at one time, and 1x men with \\y capital obtain \lz pro- 
duce at a later time, are we to say that the produce obtained 
by a given quantity of capital and labour has increased, 
diminished, or remained stationary ? When it is once ad- 
mitted that the amount of capital per man employed may 
diminlsli concurrently with a decrease in the productiveness 
of industry, or increase concurrently with an increase in the 
productiveucss of industry, it must also be admitted that the 
rate of profit may rise when the productiveness of industry 
decreases and the labourers take a larger share of the produce, 
and may fall when the productiveness of industry increases 
and the labourers take a smaller share of the produca Re- 
gardless of this, M'Culloch asserts in emphatic italics that 
' the decreaavng fertility of the soil is at bottom the great and 
only t}€ce88a/ry catMe of a fall of profits.'* 

After reading M'Culloch, James Mill altered and enlarged 

^ I^ruic^tlcMt 1>. 370. * Ibid,, p. 380. 
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his own chapter on profits. He easily brushes away M'Cul- 
loch's muddle about ' the seed and other outgoings of the 
capitalist' by explaining that 'in speakmg of the produce 
which is shared between the capitalist and labourer,' he always 
is to bo taken to mean ' such net produce as remains after 
replacing the capital which has been consumed/ ^ and thenj 
he endeavours to elucidate more than he had done in hisj 
earlier editions the mooning of his proposition that profits 
'rise as wages fall, and fall as wages rise/ A variation of 
wages and profits, ho says, may have throe apparently dif- 
ferent meanings. It nmy mean (1) a variation in the pro- 
portions in which produce-mintM-ront is divided between 
wages and profits ; or (2) a variation in the absolute amounts 
of produce received as wages and profits ; or (3) a variation in 
' the value of what is received under these denominations.' ■ 
But, he observes, if value be taken to mean value in exchange. 
the third of these interpretations is identical ^vith the second, 
while if value be used 'in the sense which Mr. Ricardo an- 
nexed to the word/ ^ it is identical with the first, so that there 
are in reality only two interpretations. Now if, he argues, we 
understand a variation of wages and profits in the first sense, 
as meaning a ' change in the proportions ' existing between 
them, it is obvious that profits rise when wages fall, and fall 
when wages rise : ' the proposition that profits depend upon 
wages admits of no qualification.'* If, on the other hand^ we 
understand a variation of wages and profits in the second 
sense, as meaning ' a change in the quantity of commodities/ 
it will not be true that prolits fall when wi^es rise, and rise 
when wages fall, ' for both may fall and both may rise together. 
And this is a proposition which no political economist has 
called in question,' Having thus disposed of the two senses 
in which the variation of profits is never understood by 
ordinary persons, James Mill descends to everyday life : — 

* lu the common mode of expresaing profits/ he says, * the reference 
that is made is uut tu the produced commodity^ but to the capital 
employed in producing it ; including the wagea which it is neces- 
sary to advance, and from which the owner expects, of course, to 
derive the same advantage as from his other advances. Profits are 

^ m$menls, 3d ed. p. 71. > Ibid., p. 73. ' rUd.^ p. 74. 

• Ibid., p. 72. 
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expresaed, nut in aliquot parts of the produce, but of this capital It 
itt not 80 much per cent of the produce that a capitalist is said to 
receive, but so much per cent upon his capital.' ^ 

He gives a numerical example in which a capitalist re- 
ceives d£*20 of profits, which is 10 per cent on his capital of 
X'200 and 28i per cent of the total produce of X70, and then 
makes this oracular comment : — 

' It is only, however, the language which hero is different ; the 
thing expressed is precisely the same i and whether the capitalist 
says he receives 10 per cent upon his capital or 28J per cent of the 
produce, he means in both coses the same amount, viz. £*20. 

* There are, tlicrefore, in reality but two cases. The one that In 
which we speak of proportions ; the other that in which we speak of 
quantity of commodities.' ' 

He seems to mean that when we are speaking of the rate 
of profit in the ordinary sense we understand by the phrase 
the quantity of commodities, and consequently he is willinjj 
to admit that the rate of profit in the ordinary sense does not 
depend altogether on wages, but also on the productive powers 
of labour and capital : — 

* If/ he says, ' at the same time that the shares of the capitalists 
are reduced by a rise of wages, there should happen an increase of 
the productive powers of labour and capital, the reduced shares might 
consi-^t of as great a quantity of commodities as the previous shares, 
and of course the exchangeable value, and percentage on the capital, 
ezpresHed in the language of exchangeable value, would remain the 
same.'* 

He omitted altogether the pages of the earlier editions in 
which ho had explained how the * inevitable ' 'diminution of 
the return to capital employed upon the land' causes the his- 
torical decline of profits.* It would bo rash, however, to con- 
jecture that his belief in that theory was at all shaken. The 
omission may very probably have been suggested by the 
feeling that the passage was out of place in a book on the pure 
theory of the subject. 

Seniors theory with regard to the causes which determine 
the rate of profit, as we have already had occasion to s&y,^ is 



I, 3d od. p. 75. > ibid., pp. 75, 76. • Ibid., p. 77. 

* JhuL, Ut «d. pp. 60. 62 ; 2d ed. pp. 7S-S0. * Abuve, pp. 280, 27a 
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simply that additions to the circulating capital or wage cjipital 
of a country, unaccompanied by additions to the population, 
lower the rate, and additions to the population, unaccom- 
panied by additions to the wage capital, raise the rate. But 
he puts forward nothing in support of his view except a 
hypothetical example, in which the most monstrous assump- 
tions are made.' 

J. S. Mill, taught by so confused and vacillating a tutor 
as his father, could scaircely be expected, at the age of twenty- 
three, Lo contribute much towards the solution of the question 
as to the causes which deteninne the rate of profit. His 
Essay on Profits, and Interest * begins with an elaborate at- 
tempt to rehabilitate the theory that 'profits depend on 
wages.' 

For this purpose he tacitly adopts the plan suggested by 
his father in the third edition of the Elements, of taking 
'produce' to mean, not the net produce which is divided 
between wages and profits in a given period, but this amount 
plus the fixed and other capital remaining In hand at the end 
of the period : * — 

' We may/ he says, ' consider the capital of a producer aa 
measured by the means which he has of poesesaing himself of the 
different essentials of production ; namely, labour, and the varioua 
articles which labour requires as materials, or of which it avails itself 
as aids. The ratio between the price which he has to pay for these 
means of production, and the produce which they enable him to raise, 
ia the rate of his profit. If he must give for labour and tools four- 
fifths of what they will produce, the remaining fifth will coustitutA 
the profit, and will give him a rate of one in four, or twenty-five per 
cent on his outlay.'* 

To understand the verb ' produce ' in its usual sense would 
obviously make the last sentence unintelligible. When a 
capitalist has £10,000 invested in fixed capital, spends .£^1000 
in the first year in wages, and makes £2750 profit, £3750 is 



» Politieal Economy, Svoed. pp. 18S-102. 

* No. ir. in Ssmya on some UiuctUcd QutMiona <^ PoUiical Sconomy, 
The cnmma after * Profits ' ooours both in the content! and in the heading 
of the euay. 

* Sea James Mill's I&tmenU, 3d ed. pp. 80. 81. 

* Bttayn, pp. 91, 92. 
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the value of what his labourers ' produce ' in the ordinal*}' 
sense of the word, and his profits (granting the assumption 
of a year's wage-fund collected before the business is begun 
and retained in a box till exhausted by 52, weekly payments) 
are 25 per cent. But obviously ho cannot bo said to have 
•piven for labour and tools ' four-fifths of i*3750, i.e, -PSOOO. 
If, howovorj we adopt James MilFs most misleading sugges- 
tion, and say that the ' labour and tools ' produced the capital 
as well as the real produce, their produce would be in this 
case £3750 -h £10,000, i.e. £13,7.50 ; and the capitalist, having 
paid £10,000 for his 'tools' and £1000 for his 'labour/ 
would have given for labour and tools four-titths of their 
pseudo-produce. 

Having thus found that the rate of profit depends on 
' the ratio between the price of labour, tools, and materials, 
and the produce of them,' ^ Mill proceeds to eliminate tools 
and materials by converting tlicm into labour. If they could 
bo had in indefinite quantity without labour, 

Hhe whole produce,' he says, 'after replacing the wages of labour, 
would be clear profit to the capitnliflt Labour alone is the primary 
means of production ; " the original purchase-money which has been 
paid for everj'thing." Toob and materials, like other things, have 
originally cost nothing but labour ; and have a value in the market 
only because wages have been paid for them. The labour employed 
in making the tooU and materiaU being added to the labour after- 
wards employed In working up the materials by aid of the tools, thi" 
sum -total givea the whole of the labour employed in the production 
of the completed conuaodity. In the ultimate analysis, therefore, 
labour appears to be the only ei^eutial of production. To replace 
capita! is to replace nothing but the wages of the labour employed. 
Consequently, the whole of the surplus after rcjtlacing wages is 
pro6t8. From this it seems to follow that the ratio between the 
wages of labour and the produce of that labour gives tho rate of 
profits And thus we arrive at Mr. Ricardo's principle tliat profits 
depend upon wages ; rising as wages fall, and falling as wages rise.' ^ 

Clearly there is little but hocuspocus in this argument 
Starting from tho proposition that tho ratio between pn>fits 
and capital, or the rate of profit, is determined by the ratio 



* Euayt, p. 93. 
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between capital and capital plus profits. Uill, by successive 
steps. conrertA this last ratio into 

(1) the ratio between capital (true) + wage- fimd 
capital (true)+wage8+profita. 

(2) the ratio between previous w^es+wage-fimd 
previous wages -f wages + profits 

(3) the ratio between wages and wages+protita. 
' It seems to follow/ according to hiin. that ' the ratio be- 
tween the wages of Labour and the produce of that labour 
gives the rat« of profit' This means that the rate of profit 
(ratio between prolit and capital) is the ratio between absolute 
profit and wages. 

Now, supposing the rate of profit were really the ratio 
between the amount of profits and wages, which of course it 
IB not, this would not in the least make us * arrive ' at the 
' principle that profits/ meaning the rate of profit, ' depend 
upon wages, rising as wages fall and falling as wages rise.' 
llie ratio between the amount of profits and wages which ia 
supposed to be the rate of profit does not depend only on the 
magnitude of wages, but also on the magnitude of the 
amount of profits. Somewhat obscurely recognising this, 
Mill proceeds to explain that ' wages ' are not to be under- 
stood as meaning the quantity, but the * value/ in the Ricardian 
sense, which the labourer receives.* This Ricardian vuhto, 
he says, means the proportion of the fruits of his labour 
which the labourer receives : — 

* A ri»e of wages with Mr. Ricardo meant an increase in the 
coat of production of wageA ; an increase in the number of hours' 
labour which go to pn>duce the wages of a day's labour; an increa^ 
in the proportion of the fruits of labour which the labourer receives 
for his own share ; an increase in the ratio between the wages of his 
labour and the produce of it. . . . 

' The wages ... on which prufita are said to depend are un- 
doubtedly proportional wages, namely, the proportional wages of one 
labourer : that is, the ratio between the wages of one labourer and 
(not the whole produce of the country, but) the amount of what one 
labourer can produce ; the amount of that portion of the collective 
produce of the industry of the country which may be considered as 
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corresponding to the laboar of one single labourer. Proportional 
wages, thiu understood, may be concisely termed the cost of prodnc- 
tioQ of -wages; or, more concisely still, the cost of wages, meaning 
their cost in " the original purchase money " labour.' ^ 

When it is said, then, that the rate of profit rises as wages 
fall and falls as wages rise, wc are to understand that the rate 
of profit rises as the proportion of the produce obtained by 
the labourer falls, and falls as the proportion of the produce 
obtaincfl by the labourer rises, 'l^is. however, is obviously 
false, and Mill admits that it is. With the aid of a most pre- 
posterous arithmetical example, he arrives at the conclusion 
that the rate of profit really depends, not on proportional 
lirages, but on proportional wages plus something else. But 
'proportional wages were defined to be ' the ratio between the 
wages of one labourer and the amount of what one labourer 
can produce/ and it is difficult to see how we are to add 
something to this ratio. We can add 10 per cent to 55 per 
cent, but to add £10 to 50 per cent seems scarcely a usual 
operation. Mill, however, unconsciously provided for this 
difficulty when he introduced, in the passage quoted above, 
the phrase ' the cost of production of wages ' as an equivalent 
for * the proportion of the fruits of labmir which the labourer 
receives,' or ' the ratio between the wages of his labour and 
the produce of it.' No ordinary person would understand the 
' cost of production of wages ' to mean a ratio between vr&gea 
and produce, and take a rise in the cost of production of wages 
as meaning an increase in the proportion of the produce re- 
ceived by the labourer. The term is purely absolute, and 
does not suggest a ratio or proportion in any way. If the 
difference between the two things had not been slightly dis- 
guised by the insertion between them of ' the number of 
hours' labour which go to produce the wages of a day's 
labour,' * Mill could never have treated them as equivalent 
expresaion& Taking advtuitage of the ambiguity which he 

» Ki'^ayn. pp. W, 97. 

* lu ttiifl phrwo the idea of a proportion ia latent, u it b aMumed that 
'a day's l&boar * is composed of a uertaJn 6xed number of hour*, so that 
Up for example, wagea riao from the produce of aix boura' labour to tliat 
of seven, the labourer receivea, say, \ inatead of A of the produce of his 
Ubour. 
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lias thus himself created, he begins to treat the cost of w^igos 
not as a ratio but as an absolute quantity. Profits, he de- 
clares, as well as wages, enter into the cost of production of 
wages, by which he now means, not the ratio L>otween the 
vragGB of one labourer and the amount he can produce, but 
the absolute cost of the commodities which constitute wages. 
On this cost of production of wages he finally takes his 
stand, discarding all ideas of ratios between anything and 
anything else. It is this cost of production of wages con- 
cerning which ho finally decides that ' Profits cannot rise 
unless the cost of production of wages falls exactly as much, 
nor fall unless it rises ' : * — 

' Mr. Bicardo'fl principle that profits cannot rise unless wages fall,' 
he sajs, ' is strictly true, if by low wages be meant not merely wages 
which are the produce of a smaller quantity of labour, but wages 
which are produced at leas cost, reckoning labour aud previous profits 
together.' ' 

As to the causes which increase or decrease the cost of 
wages, and are therefore the ultimate causes of a fall or rise ot 
the rate of profit, Mill has nothing to add to Ricardo : — 

* The rate of jirofits/ he says, * tends to fall from the following 
causes ; — (1) An increase of capital beyond population, producing 
increased competition for labour; (2) An increase of populatioUi 
occasioning a demand for an increased quantity of food, which must 
be produced at a greater cost. The rate of profit tends to rite from 
the following causes : — (1) An increase of population beyond capital, 
producing Increased competition for employment ; (2) Improvements 
producing increased cheapness of necessaries and other articles 
habitually consumed by the kbonrer.' * 

He does not commit himself to any statement as to the 
actual rise or fall of profits. In the chapter 'Of Profits' 
(Book IT. Chapter xv.) in the Priticiples he discards most of 
the elaborate machinery by which in the Essay he sought 
to show that the rate of profit depends on the comparative 
mi^nitudo of the amounts of profit and of wages. He seems 
to take it for granted that this is an almost obvious fact ' If 
the labourers of the country/ he says, ' collectively produce 
twenty per cent more than their wages, profits will be twenty 

1 Ustay, p. 103. ' Ibid,, p. LOi. > Ibid,, p. 10& 
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per cent, whatever prices may or may not be/' The capi- 
talist's profit consists, ho asserts, ' of the excess of the produce 
nbovo the advances; his rate of profit is the ratio which that 
excess bears to the amount advanced.' These ' advances ' or 
'expenditure' of the capitalist 'consist' or are *comf)08ed' 
not only of wages but also of ' materials and implements, in- 
cluding buildings/ and yet they are nothing but wages, or at 
any rate ' repayment of wages ' : — 

' Tite fact, however, remains, that in the whole process of produc- 
tion, beginning with the materials and tools, and ending with the 
finished product, all the advances have consisted of nothing but wages^ 
except that certain of the capitalists concerned have, for the sake of 
general convenience, had their share of profit paid to them before the 
operation was completed. Whatever of the ultimate product ia not 
profit is repayment of wages/ * 

The capital of the country, its buildings, ships, and mills 
being thus converted into wages, the problem becomes simple 
enough : — 

'It thus appears that the two elements on which, and which 
alone, the gains ^ of the capitalists depend are, first, the magnitude of 
the produce, in other words, the productive power of labour ; ♦ and, 
secondly, the proportion of that produce obtained by the labourers 
themselves ; the ratio which the remuneration of the laboiu^ra bears 
to the amount they produce. These two things form the data for 
determining the gross ^ amount divided as profit among all the capi- 
talists of the country ; but the rate of profit, the percentage on the 
capital, depends only on the second of the two elements, the labourer's 
proportional share, and not on the amount to be shurod. If the 
produce of labour were doubled, and the labourers obtained the same 
proix)rtional share as before, that is, if their remuneration was also 
doubled, the capitalists, it b true, would gain twice as much ; but as 
they would also have had to advance twice as much, the rate of their 
profit would be only the same as before/ * 

> P«opl«'a ed. p. 252 fr. The section (§ 6) doe* not occar ia the firat 
edition. 

* lit cd. vol f. p. 4D2 ; People's cd. p. 2.53 b. 

* I.e. the ftbsolat« amount of the gains or income. 

* Mill appnrently suumes that the number of labourers renukins fixed, 
•inoe otherwise the magnitude of the produce would not neceeaarily vary 
with tho productive power of labour. 

* * (•rosa * here means, an often in Mill, aggregate. 

* 1st oU. vol. L p. 492 ; Ponple'e ed. p. l!o3 6. 
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' As they would &ho have had to advance twice as much ' ! 
As their capital would have had to be doubled ! Why docs 
Mill suppose their advances or capital would have had to be 
doubled ? There seeius to be no answer to this question, 
unless it is that, having converted all the capital into wages, 
he now treats the whole capital as a wtt^c-fund. and supposes 
that the whole must have been doubled before the remunera- 
tion of the labourers could be doubled, for why doubling the 
produce of the labourers and their remuneration should 
double either the quantity or the value of the buildings, ships, 
and mills existing in the coimtry it is quite impossible to 
conjecture. 

Quite content, however, with his argument, Mill proceeds 
immediately to * arrive at the conclusion of Ricardo and 
others, that the rate of profits depends upon wages; rising as 
wages fall, and falling as wages rise,' only considering it neces- 
sary to substitute for ' wages ' ' what Ricardo really meant,' 
the ' cost of labour.' ^ The alteration does not really amount 
to more than an explanation that a rise of wages and a fall 
of wages are not to be taken in their ordinary sense, but are 
to mean a rise in the proportion of produce (wages -f 
profits *) which goes to wages. In the face of so plain a 
statement that the rate of profit depends on the labourer's 
• proportional share ' immediately preceding, it is unpossible 
that the ' cost of labour ' can mean anything but the labourer's 
proportion of the produce. It is, Mill says, 

' in the luDguogo of mathematics, a function of three Tariablefl : the 
efficiency of labour ; the wages of labour (meaning thereby the real 
reward of the labourer) ; and the greater or less cost at which 
the articles composing that real reward can be produced or purchased.'* 

If there is in this any qualification of the theory that the 
rate of profit depends on the labourer's projiortion of the 
produce. Mill does not explain it in the chapter on Profits. 

So far then the PHnciplea show retrogression rather than 
advance from the position occupied in the Essays, In the 
Essay on Profits and Interest, Mill, though he used the 

> lit ed. ToL i pp. 492, 493 ; Puople'a ed. p. 253 b. 

* 'Loaving rent gut of the question.'— frinci>/M, 1st ed. vol. I. p. 491 j 
Teoplea ed. p S53 a. 

> Ut e4l, vol i. p. 494 ; Pbople's od. p. 254 6. 
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most unwarrantable assumptions and invalid arguments, 
recognised that it is false to say that the rate of profit depends 
on the bibourers' proportion of the produce. In the chapter 
' Of Protit-s ' in the Principles, he affirms without qualitication 
the truth of that absurd proposition. 

The chapter on the ' Influence of the progress of industry 
and population on rents, profits, and wages ' ^ contains the 
_ old doctrine that in the progress of wealth and population 
I the rate of profit tends to fall, because the 'cost of the 
labourer's subsistence tends on the whole to increase,' in con- 
sequence of the necessity of employing less productive agri- 
cultural industry, and that this tendency is counteracted 
from time to time by 'agricultural improvement.' Mill 
appears now to think that the two forces are actually about 
equally strong, since he confines himself to a statement that 
agricultural improvement, ' in the manner in which it 
generally take.s place/ does not actually raise the rate of 
profit, and does not say that it does not prevent it from 
falling.' 

At last, in the chapter 'Of the tendency of profits to a 
minimum,' ' he betrays some slight suspicion that something 
more than a rickanffi o{ the ideas of 1815 is required He 
begins to quote E. G. Wakefield, Dr. Chalmers, and William 
Ellis, who had written an article on 'Machinery' in the 
Westminstei' Revieiv in 1826. The result, however, is not 
very great. The 'minunum' to which the rate of profit 
tends, is the rate at which the accumulation of capital would 
cease, because the profit to be obtained would not atibrd 
sufficient motive for further saviii^j^. Mill does not commit 
himself to any opinion as to what the minimum is now or is 
likely to be in the future, except that it must always be more 
than nil per cent. No matter what the real uiiuimum may 
be, ho says, the rate of profit in tho great countries of Europe 
would soon fall to it, and capital consequently cease to 
increase, ' if capital continued to increase at its present rate, 
and no circumstimces having a tendency to increase the 
rate of profit occurred in the meantime.' * A little further 
on, slightly varying the expression, he says that * the mere 

1 Bk. rv. ch»p. lit « l«t ed. v©L ii, p. 279 ; People's ed. p. 439, 

* Dk. IV. chap. iv. « Ut etl. vol. ii. p. CS? ; People's ed. p. 443. 
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continuance of the present annual increase of capital, if no 
circumstance occurred to counteract its effect, woukl sutlice in 
a small number of years ' to reduce the rate of profit to the 
minimum. It is by no means clear why Mill encumbered 
himself with a minimum, when all that ho really wished to 
say was that the mere increase of capital tends to reduce the 
rate of profit. LLis supposition of capital increasing at its 
present rate till the rate of profit falls to a particular figure, 
and then suddenly ceasing to increase at all. can scarcely be 
considered a happy one. It was probably only tho clumsy 
form in which he put the theory that enabled him to conceal 
from himself its practical identity with the theory of Adam 
Smith which the Ricardian school had rejected. 

To show that the mere increase of capital tends to reduce 
profits, Mill says that as capital increased, population would 
either increase or not. If it increased * in proportion to ' the 
increase of capital, the rate of profit would be lowered, because 
the 'cost of the labourer's subsistence* would be increased in 
consequence of the employment of less productive agricultural 
industry.^ This, of course, is the old Kicardian theory over 
again. As to what would happen if population did not 
increase, he relies on the theory so frequently found in his 
work, that tho capital of the country is a wage-fund and 
nothing else. If population did not increase, he says, 

* wages would riso, and a greater capital would bo distributed among 
the same number of labourers. There being no more labour than 
before, and no improvements to render labour more efficient, there 
would not be any increase of the produce : and as the capital^ however 
largely increased, would only obtain the same gross ^ return, the 
whole savings of each year would be exactly so much subtracted from 
the profits of the next, and of every following year. It is hardly 
necessary to say that in such circumstances, prolita would very soon 
fall to the point at which further increase of capital would cease.' ' 

It is really amazing that J. S. Mill was allowed to say in 
edition after edition, tliat • there would not be any increase 
of the produce ' in consequence of an increase of the capital of 
the country unaccompanied by an increase of the population. 

^ lit ed. vol. U. pp. 280, 290 ; Pcoplo'a cd. p. 4-M. * Aggregate. 

* Ut «d. vol. ii. p. S80 ; Peopl«'« ed. p. 444 a. 
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The increase of the machinery of production of which the 
capital of the country consists, apart from all inventions 
and discoveries, is itself an improvement which 'renders 
labour more efficient.' It could only cease to do so if every 
one wore supplied with a sufficiency of the best known tools 
and machinery — the best known type of factories, engines, 
ships, roads, and houses — and there seems no very immediate 
prospect of this consummation being reached, even if we sup- 
pose for the moment, with Mill, that population ceases to 
increase, and that no discoveries are made. ^!ill either mixes 
up the mere increase of fixed capital with the discovery of 
new kinds of fixed capital^ or else he has here, as often else- 
where, forgotten the existence of every sort of capital except 
his wage-fimd capital. 

The ' counteracting circumstances which in the existing 
state of things maintain a tolerably equal struggle against 
the downward tendency of profits,*^ are, he says, first (not 
perhaps very logically when the downward tendency is 
roprasented as the result of increase of capital), the loss of 
capital in bad investments; second, inventions which cheapen 
the articles consumod by labourers, and thus tend to ro<luco 
the 'cost of labour'; third, the acquisition of new powers of 
obtaining cheap necessaries from foreign countries ; and 
fourth, again rather illogically, the exportation of capital* 

The non-appearance of the discovery of new methods of 
utilising savings among these ' counteracting circumstances/ 
is rendered the more surprising by the fact that Mill wrote 
not very long after the practicability of steam locomotion 
had been demonstrated, and at a period when great invest- 
;jnent5 of capital were being made in railways. He does not 
seem to have thought that the profit to be obtained by these 
investments had any influence on the general rate of profit. 
He thought that railways might raise the rate of profits if by 
cheapening the commodities consumed by labourers they 
encouraged the propagation of the species, and thus reduced 
the cost of labour.' He ap]>ear3 also to have looked on 
investments of this kind as a sort of beneficial destruction of 

* Ist ed. rot ji. p. e90 : People's ed. p. 444 b. 

* Ut od. vnl. ii. pp. 290-208 ; People's «a. pp. 444-448. 
> Bk. tv. obftp. V. 9 2 ; Ist ed. vol. U. pt 9(M ; People*! ed. p. 461 &. 
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capita], and as consequently coming under the bead of the 
first of his causes which counteract the decline of profits,* 
But this is all, and he gives us no reason to suppose that he 
believed that it would make any diJference to the general 
rate of profit in has time whether railways could bo constructed 
to bring in 50. 10 or 5 per cent Flis first edition was 
published when the evil effects of the railway mania of 1845 
and 1846 wore still fresh in men's memories, and conae-j 
quently, instead of expecting every one to see in railways 
new instrument of production, and a new method of utilisin^r 
savings, likely to add enonnously to the productiveness of 
industrj", and to chock the fall of the rate of profit, he thought 
it necessary to apologise for * the sinking of groat sums in 
railways/ and to urge that ' suuis so applied are mostly a 
mere appropriation of the annual overtiowing, which would 
otherwise have gone abroad, or been thrown away unprofit- 
ably, leaving neither a railway nor any other tangible result/' 
That Mill was here, as often, far behind his time, is shown 
by the fact that ten years before he published his Ensayx. 
and fourteen before he published his Principles, the Uttle 
known Dublin professor. Mountifort Longfield, had ap"*] 
proached far nearer to a true appreciation of the cat 
which determine the rate of profit. Rejecting altogether the' 
Ricardian doctrine that the historical fall of profits is due to 
the declining productiveness of the last employed agricultural 
industry, he put forward a theory that the general rate of 
profit depends upon the labour-saving efficiency of the least 
efficient capital employed, and took as his type of capita]. 



> De&Ung with 'periods of overtrading and nsh specalatiou,' he uya, 
' Mnt'li capital is sunk which yields either no return or none adequ&te to the 
oiiUay. Factories are batlt, and machinery erected beyond what the market 
nK^uires or can keep in employment. Even if they are kept in employmont, 
the capital lb no less sunk ; it has been conTcrtcd from ctrculatiog into fixed 
capital, and has ccaaed to have any influence on wages nr profits.* — 1st ed« 
vol ii. p. 291 ; People's ed. p. 445 a. That an investment, once made,^ 
ceases to influence the general rate of profit is true, since the rate of profit is 
determined by what can be got for new aaviDgs, bat it U difiicalt to see how 
the existence of a factory which is * kept in employment ' can foil to influeni;e 
wages, &nd how the capital invested in it can be ' none the leas sunk ' than if 
it had htitfn wa»ted in building a useless factory — except, of course, on the 
assumption that wages are governed by a wage fund and nothing clec 

* Hk. IV. chap. v. g 2 ; Ut ed. voL ii. p. 303 ; People's ed. p. 450 k 
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machinery instead of wage-fund* The o^vner ot a machine 
which gives assistance to the labourer will, he sajs, 

* be paid for the uae of it in proportion to its value, and the injury it 
receives from use, and the time during which it is lent, and not iu 
proportion to its effect in increasing the efficiency* ut labour. ... If 
the owner of one machine could obtain more for iU use than the 
owner of another of equal value and durability, people would purchase, 
and artificers would then make the former rather than the latter, until 
the profits of each were reduced to their level. This level must be 
determined by the less efficient machine, since the sum paid for its 
use con never exceed the value of the assistance it gives the labonrer. 
. . . Thus, the sum which can be paid for the use of any machine has 
its greatest limit determined by its efficiency in assisting the operations 
of the labourer, while its lesser limit is determined by the efficiency 
of that capital, which, without imprudence, is employed in the least 
efficient manner.'^ 

As the capital of a coimtry becomes more plentiful in 
prop(jrtio» to the population, some of it has to bo employed 
in a less and less elHcient manner, and consequently the rate 
of profit falls. 

* In every case/ he says, ' the profita of capital will be regulated 
by that portion of it which is obliged to be employed with the least 
cfiiciency in assisting labour, since none will be diverted to this em- 
ployment as long as the owner thereof can derive a greater profit by 
giving it any other direction. 

' This extends to the profits of capital, that principle of an equality 
between the supply and the effectual demand, which in all cases 
regulates value. . . . Iu the case of capital and profits, this equality 
between the supply and the effective demand is produced by such a 
rate of profit as is equal to the assistance which is given to labour by 
that portion of capital which is employed with the loost efficiency, 
which I s}mll call the last portion of capital brought into operation : 
and for the reasons already mentioned, the rate of profits cannot be 
much higher or lower than this.* ^ 

'If a spade makes a man's labour twenty times a.s 
efficacious ns it would be if unassisted by any instrument/ it 
does not follow that the labourer who uses some other person's 

* Lninrtt on Poiitkal Scontm^ft delivered m Miehaelmae and Trimly 
TtrWH, 183vl. Dublin. 1834, Lecture ix. 

' Ibid., pp. 187. 18S. ■ Ibid,, p. 193. 
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spado will give anything like |$ of the produce of his labour 
for the use of it : — 

'This profit ia not p(ud, becauae on acconDt of the abundanco of 
capital in the country, much must be employed in cases where, in pro- 
portion to its quantity, it is not so capable of multiplying the efficiency 
of the labourer ; and the profits on thi» portion must regulate the 
profits of the rest' ' 

§ 4. Variationfi of Rent per Aore, 

Adam Smith 'concludes' what ho justly calls his 'very 
long chapter' on rent, 'with observing that every improve- 
ment in the circumstances of the society tends either directly 
or indirectly to raise the real rent of land, to increase the 
real wealth of the landlord.'' 'The extension of improvo- 
mont and cultivation/ he says, and * the rise in the real price 
of those parts of the rude produce of land, which is first the 
efiect of exteuiled improvement and cultivation, and after- 
wards the cause of their being further extended, the rise in 
the price of cattle, for example,' tend to raise rent directly. 
Improvements which tend to reduce the real price of manu- 
factures, and also * every increase in the real wealth of the 
society, every increase in the quantity of useful IalK)ur 
employed within it,' tend to raise rent indii'ectly. 

For the proof of these propositions we nainnilly look back 
to the body of the chapter. But three-fifths of it are occupied 
with the acknowledged ' Digression concerning the variations 
in the value of silver/ and nearly the whole of the remainder 
with very discursive remarks which relate chiefly to the 
diftbrences in the rent paid on ditterent kinds of produce at 
the same time, and only deal with diHorencas in the rent 
paid oil all kinds of produce at dilVureut times incidentally 
And not very frequently. Moreover, it is noteworthy that 

* X*c/«rw, p. 105. 

' Book I. chap. xi. p. 115 a. The Beiitenoe oontiuues* * his power of pur- 
ohjwiug the Inbour, or tlie produce of the l&bour of other people.* A Itttle 
further dowu, however, he uys, the * re&l rent * will riae whan * the landlord 
is enabled to purchiue « gre&ter quantity of the oonvenienctes, ornaments, or 
luxuries, which he has occaaion for.' The two detiuiliuus do not coiucidct 
since the quantity of labour required to produce a given qu&ntity of ooii- 
vonivnc^-s. ornaments, or laxitriuH is not always the some. 
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Adam Smith seema to mean by the heading ' conclusion of 
the chapter/ which he attixod to the last ten paragraphs, 
simply ' end of the chapter.' If he had meant by ' conclusion 
of fcho chapter* to indicate 'final result of the argument of 
the chapter,' he would not have introduced it by saying, ' I 
shall conclude this very long chapter with observing/ We 
irniat then look chiefly to the ' conclusion * itself for the proof 
of the propositions contained in it. 

Id support of his tirst proposition, that ' the extension of 
improvement and cultivation* tends to raise rent directly, 
Adam Smith simply remarks, ' the landlord's share of the pro- 
duce,' that is, the amount of produce received by the landlord, 
'necessarily increases with every increase of the produce.' 
The idea that some one might say that the whole increase of 
produce woidd go to wages or profits probably never occurred 
to him. That the real price of the increased quantity should 
be less than that of the original quantity he woidd have 
thought incompatible with the extension of improvement and 
cultivation. 

His second proposition, that the rise in the real price ot 
certain awkwardly defined parts of the produce tends to raise 
rent directly, he also considers self-evident, taking it for 
granted that the quantity of produce received by the land- 
lord will not be diminished : ' the real value of the landlord's 
share, his real command of the labour of other people,' he 
thinks, ' rises with the real value of the produce.' Going most 
unnecessarily out of his way, ho assorts that the rise of price 
tends to raise rent ' in a still greater proportion * than the ex- 
tension of improvement and cultivation, and seems to imagine 
very confusedly that this can bo proved by shoAving that the 
landlord will have a larger proportion of the produce. 

His third proposition, that reductions in the price of 
manufactures tend to raise rent indirectly, he endeavours to 
prove by simply pointing out that the cheaper manufactures 
are, the more of them a given money or raw produce rent wiU 
buy. As he does not imagine there is anything in the cheap- 
ening of manufactures which will diminish money rent, it 
follows, obviously, that cheapening manufactures increases the 
real wealth of the landlord. 

The fourth proposition, that ' every increase in the real 
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wealth of (ho society, everj- increase in the quantity of useful 
labour employed within it, tends indirectly to raise the real 
rent of land,' Adam Smith believes to require very little proo£ 
•A certain proportion of this labour/ he says, ' naturally goes 
to the land. A greater number of men and cattle are em- 
ployed in its cultivation, the produce increases with the stock 
which is thns employed in raising it, and the rent increases 
with the produce.' 

Neither in the article on Political Fx^onomy in the Ency' 
i^opctiUn Britannica in 1810, nor in Boileau's treatise in 1811, 
does there apj^ear to be any feeling that Adam Smith's theory 
as to the causes of variations of rent is seriously inadequate or 
erroneous. Buchanan, Avho looked on the ownership of land 
as a gigantic natural monopoly, probably thought it a simple 
matter that when population, and consequently the demand 
for raw produce, increase, the price and the quantity of raw 
produce should increase also and raise rent. In a note to 
Adam Smith's comparison of tho price of hides in a barbarous 
country with their price 'in an improved and manufactuiing 
country/ ' he says : — 

• The demand of an improved country for every sort of nide pro- 
duce is 80 gr&'\t tbtit it must rni.so tlie iiHces in epite of any regulation 
to the contrary; and Dr. Smith's great error is that he never gives 
sufficient weight to those natural causes.'^ 

And in a note to Adam Smith's remark that when a greater 
number of men and cattle aro omplo^'ed in the cultiva- 
tion of the land, ' the rent increases with the produce/^ he 
says simply, ' When the produce increases, there is no doubt 
that the rent must increase along with it'* 

In the tract on the Nature and Ptxtgress of Rent, Malthus, 
after examining ' the nature and origin of rent/ considers 'the 
laws by which it is goveraed, and by which its increase or 
decrease is regulated ' : — 

'When citjiital haa accumulated/ he says, 'and labour fallen on 
the most eligible lands of a country, other lands, less favourably cir- 
cumstanced with respect to fertility or situation, may be occupied 

> Bk. I. ch. Ki. p. 108 a. 

■ Buchanan'a ed. of IVealth ofNationSt voL L p. 390. 

» Hk. I. o4i. xl, M'CullocU's *jd. p. 116 b. 

* Huuhaaon's ed. voL i. p. 447. 
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with advantaga The oxpenaea of cultivation, including profits, having 
fallen, [loorer land, or land moro distant from markets, though yield- 
ing at first no rent, may fully repay theae expenses, and fully answer to 
the cultivator. And, Again, when either the profits of stock or the 
wages of labour, or both, have still further fallen, land still poorer, or 
still less favourably situated, may be taken into cultivation. And, at 
every step, it is clear that if the price of produce does not fall, the rents 
of land will rise. And the price of produce will not fall, as long as 
tlie industry and ingenuity of the labouring classes, assisted by the 
capitals of those not employed on the land, can find something to give 
in exchange to the cultivators and landlords, which will stimulate 
them to continue undiminished their agricultural exertions, and main- 
tain their increasing excess of produce.'^ 

The main causes which increase the difference between the 
price of produce and the expenses of cultivation * are, he says, 

* Ist, such an accumulation of capital as will lower the profits of 
stock ; 2dly, such an increase of population as will lower the wages 
of labour; 3dly, such agricultural improvements, or such increase of 
exertions, as will diminish the number of labourers necessary to pro- 
duce a given effect ; and 4thly, such an increase in the price of agricul- 
tural produce, from increased demand, as without nominally lowering 
the expense of production, will increase the difference between this 
expeiLse and the price of produce/ 

The operation of the first three causes he considers 
' quite obvious,' With regard to the fourth he thinks it neces- 
sary to ofTcr ' a few further observations,' which are simply a 
part of his explanation of the recent rise of rent in England 
disguised in the form of wide general propositions. Increase 
of demand in surrounding nations for imports of raw produce 
might, he says, greatly raise the price of raw produce in the 
exporting country, while the expenses of cultivation would 
rise ' only slowly and gradually to the same proportion.' 

' Nor would the effect be essentially different in a country which 
continued to feed its own people, if, instead of a demand for its raw 
produce, there was the same increasing demand for its manufacturef>. 
These nmnufoctures, if from such a demand the value of their amount 

» Pp. 21, 22. 

* At fitttt he layi, ' diminiah the expenses of cultivation or reduce the cost 
of the instruments of production compared with the prio« of produce,' but It 
soon it])peari that he is thinking of the difference ind not the mtio between 
the expenses of prodtiotion and the prioe of the produu* (sev \u *^'0. 
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iaoMM ol vbIm b fUsni, wiDck iaoMM «f lahM «s«1i1 M»£iflto 
iacrMM tW vmlo* d Um lav podw 

Obserriiig that it will be objected that the inerp — od dH^ 
ftreoce between the pnoe of nw produce ezkd the expesnee of 
culUrAtioo thiu ceoaed wil] form, doC a prnmanent izicreaaa 
ofkudlarda* rapt, but a tampotary iiu reame of hrmen' profag, 
he nGee od the (act that laodlords do not i*irmrfflMntift their 
teneota for improresneata : — 

*Th> m ci mmJ c ap hil which k enpleyed ia fMsmwapa of Ae 
op p uitMuUy of Bsidng gnat Umponry profiti. eta mMom or [a]ever 
ba eBtM; nsmored from tint Uod ftt tba ezpirataoo of tha eamot 
haaM ; aad on the nnawal of thoM bMK dto kadlofd tah the beoefit 
of it in tba iaeraeaa of hk nota.'* 

It ifi Dot nec«aaary, of course, he explains, for a riae of rent, 
that all four causes should operate at once, but only that by 
one or some of them the difference between the price of pro- 
duce and the ext)enses of production should Ite increased. 
During the last twenty years rents had been raised ' by im- 
provomentA in the modes of agriculture and by the constant 
rim of prices, followed only slowly by a proportionate rise ' of 
the expenses of production, although proHts had been higher. 

Aa a corollary of this theory as to the causes which deter- 
mine rent, Malthus lays it down that ' no fresh land can be 
taken into cultivation till rents have risen, or would allow of 
a rise upon what is already cultivated.'* Poor land, he SHys, 
is costly to cultivate, and if the price of produce will not pay 
tho cost, it must remain uncultivated Consequently, in order 
that cultivation may be extended to poorer land, it is neces- 
sary that the difl'ercnce between the price of produce and 
tho expenses of cultivation should increase. Whenever this 
happens rents rise. 

'It ia t^<[iuilly true,' he adds, 'that withoat the same tendency to 
a riie of rontn, occamooed hj the opemtion of the same caaseB, it 
cannot answer to lay out froeh capital in tho improvement of old land 
— at leuat upon the nupposition that each farm is already furniRhed 
with M much capital a« can be laid out to advautage, according to the 
actual rate of profits.'^ 

* ?. as. * p. 28. • r. 87. • Pp. 28, 28l 
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In the Essay on tlie Influence of a Low Price of Com ^^H 
Ricardo ascribed tho increase nf rent, measured in com or ' raw ^^H 
produce/ entirely to the fall in the rate of profit, which he ^^| 
supposed lo be uccu.sioncd by tho diminisiiing productiveness ^^H 
of the successive additions to labour or ' capital ' expended on ^^H 
the land. Wages being &[ed by extraneous causes, the whole ^^| 
of the snrphis of produce over wages is supposed in the first ^^H 
stage of cultivation to belong to profits. When additional ^^H 
capital LB expended with a diminished return, and the rate ^^H 
of profit consequently falls, a smaller amount of produce is ^^H 
required to pay the profits of the original capital The whole ^^H 
surplus over wages, or net return, yielded by the original ^^H 
capital therefore becomes divided into two parts ; first, the ^^H 
reduced profits, and. secondly, a rent to tho ownor of the land ^^H 
on which capital yielding a larger return than is necessary to ^^| 
pay the ordinary rate of profit can be employed. In a nuine- ^^H 
rical example, the statistics of tho tirst four stages of cultiva- ^^H 
Jon are supposed to be as follows/ both capital and produce ^^H 
36ing reckoned, not in pounds sterling, but in quarters of ^^H 
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1 Works, pp. 371, S7& See alAo above, pp. 281, 282. 
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The rent paid in respect of the cftpltal numbered A in- 
creasoB from to U-2S, 2727, and 3913. and the total of all 
ronts increnses from to 14'28, 409, and 78 26. How much 
the rent of any particular aero increases we arc not told, since 
it is left an open question whether the capitals A, B, C, and 
D are employed on the same or on different land. 

Tho landlord, Ricardo points out, is benefited ' by the in- 
creasing ditHculty of procuring food, in consequence of ac- 
cumulation,' in a double manner. He gets a larger rent, 
reckoned in raw produce, and raw produce is at a higher 
price : — 

' Not only is the Bitimtion of the landlord improved (by the in- 
creasing difficulty of procuriug food, in consequence of accumulation) 
by obtaining an increased quantity of the produce of the land, but 
also by the increased exchangeable value of that quantity. If his rent 
bo increased from 14 to 28 quarters it would be more than doubled, 
t>ecause ho would be able to command more than double the quantity 
of commodities, in exchange for the 28 quarters. As rents are agreed 
for and paid in money, he would, under the circumstances suppiised, 
receiTQ more than double of his former money rent. . . , 

' As the revenue of the farmer is realised in raw produce, or in the 
value of raw produce, he is interested, as well as the landlord, in its 
high exchangeable value, bat a low price of produce may be compen- 
sated to him by n great additional quantity. 

'It followa, then, that tho interest of tho landlord is always 
opposed to tho interest of every other class in the community. His 
situation is never so prosperous as when food is scarce and dear: 
whereas, all other persons are greatly benefited by procuring food 
cheap.' ^ 

Edward West, in his pamphlet on the Application of 
CapiteU to Land, treated of the causes which regulate rent, in 
the course of an endeavour to convince landowners that the 
consequences of a great importation of com would not be so 
injurious to their interests as they supposed. If, he says, the 
cost of raising rude produce were always the same, whatever 
tho quantity raised, landlords might well be alarmed at the 
idea of a great importation, since any considerable fall in the 



Worh, pp. 377, 378. 
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price of rude produce would sweep away all rente as well as 
all agiicultural proliU : — 

* But,' he urgeSi ' oar principle will show that by n dimination of 
the capital laid ont by the farmer he will be enabled both to repro- 
duce his capital with the common profits of stock on that capital, and 
also a rent not very ranch, perhaps, below that which he paid before. 

* It ia the dinunishiDg rate of retom upon additional portions of 
capital bestowed upon land that regulates, and almost solely causes, rent 

'If capital might be ex|>ended indefinitely with the same advan- 
tage u]<on land, the produce would, of course, be unlimited, and this 
would have the same effect upon rent as an unlimited quantity of 
land convenient for cultivation. In either cose the rent would be 
very amal^ But it is the necessity of having recoocse to inferior 
landf and 3f bestowing capital with diminished advantage on land 
already in tillage^ which iucreosos rent. Thus, if in case of any iu- 
croasod demand for corn, capital conld be laid out to the same advan- 
tage as before, the growing price of the increased quantity would bo 
the some as before, and competition would, of course, soon reduce the 
actual price to the growing price, and there could be no increase of 
rent. But on any increased demand for com, the capital, I have 
shown, which is laid out to meet this increased demand is laid out to 
leas advantage. The growing price, therefore, of the additional 
quantity wanted ix increased, and the actual price of that quantity 
must also be increased. But the com that is raised at the least 
expense will, of course, sell for the same price as that raised at the 
greatest, and conaetiuently the price of all com is raised by the in- 
creased demand. But the farmer gets only the common protits of 
stock on his growth, which is afforded even on tliat com which is 
raised at the greatest expense ; all the additional proUt, therefore, on 
that part of the produce which ia raised at a less expense goea to the 
landlord in the shape of rent 

* Thus, suppose 10 acres of land which will return 20 per cent on 
a given capital, s.iy £100 ; 10 acres which will return 19 per cent, 
and so on, as in the following table : — 



Lores. 


Capita. 


NetProdDoe. 


10 


100 


20 


IC 


100 


19 


10 


100 


18 etc. 


10 


100 


11 


10 


100 

* pp. 49-01. 
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The a^umption that these eleven 10-acre plots will all 
bo cultivated with an equal capital strikes tho reader as 
rather a bold one. West is evidently supposing them all to 
be devoted to the j^owth of com, and to be cultivated in 
oxACtly the same manner : — v 

'Supposing the prafita of stock to be 10 i>er cent, the Ufit 10 
acres could not bo taken at niiy rent for the pnrposo of cultivation, but 
might bo cultivated by the owner of the land, or might afford a rent if 
left aa pasture. The 10 acres which afford 11 per cent would, after 
paying tho profits on the tenant's capital, pay 1 {ter cent as rent ; and 
as the com which was raised on the 10 best acres would sell forthosai 
price as that raised on the 10 worst, such land would i>ay to tho land*. 
lord £ 10 aa rent, the next ten acres £% and so on. Suppose now thS] 
price of com to rise, and tlie profit on the last 10 acres to be increased . 
in consequence from XIO to £11, it is evident that the 10 acres which! 
before could^ in cultivation, just pay the profits of stock, would now 
afford a rent, and might be brought into cultivation, and that the rent 
would be raised on all land. For the same reason, if the price of com 
were to fall so as to reduce the profit on the last 10 acres 1 per cent, 
some land would bo withdrawn from cultivation, and tho rent of tliat 
land which remained in cultivation would be lowered. But we know* 
that a rise in the price of com has the effect not only of drawing freshi 
laud into cultivation, but also of turning fresh capital on land beforftj 
in cultivation ; and that a jiermanent fall in the price would have the 
effect not only of withdrawing land from tillage, but also tho effect of 
withdrawing i>art of the capital from land which might be still kept in 
tillage and culiivated in a less oxpenaive manner. But if you take the 
10 acres of land I before mentioned, which return, at the given price, 20 
per cent, it would seem impossible for any diminution of price under 
a diminution of ono-half to draw ca[)ital from such land ; for if Uie 
price of com were to fall so low as even to reduce the profit to 1 1 per 
ccut, still it might be worth whilo to lay out the same capital, as it^ 
would jrield 1 per cent more than capital in any other employmen^j 
which 1 per cent would be the rent.* * 

West's actual words in this last sentence imply that the 
net returns vary exactly with the price of the produce, but 
* any diminution of price under a diminution of one-half' is 
probably only a blundering form of expression for * any 
diminution of price which would reduce the net returns oa 

» Pp. 61-68. 
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the best ton acres by less than one-half/ By ' the same 
capital ' he meaiis, of cuurse, * the same amount of capital' 
lie proceeds to meet the objection thus : — 



* This difficulty ia explicable on oar principle alone. The truth 
is that any land which returns 20 per cent on JBIOO must, as I have 
shown, return more on a lesser capital than XlOO, and consequently 
must return more on the first portion of £100 laid out on it than on 
the latter portioo of it, and would consequently produce the return 
somewhat in this way, the first XI might reproduce 40 per 
cent net produce ; the second £10 30 per cent, and so on, and the 
la^t layer of capital would not produce more than 10 per ccnt^ oa 
the farmer would, of course, lay on as much capital as would re- 
produce him the common profits of stock, which are supposed to bo 
10 per cent. 

' T!ie rent of the landlord wonld then still, as before, be aU that 
was made on the whole capital above what the lost or least profitable 
portion of that capital produced ; and in the same manner as before, 
if the price of com increased so as to make that portiun of capital 
which before produced 10 per cent now produce 11 per cent, another 
portion of capital would be laid on. And in the same maiuier, if the 
price of com were to fall so as to reduce the profits on the last por- 
tion of capital from 10 to 9 per cent, that portion would be with- 
drawn. In case, then, of any fall in the price of corn, that portion 
of the capital which before afforded the smallest profit will be with- 
drawn, and that only will be left which continues to yield an adequate 
return, and the effect of such reduction of price on rent will be nearly 
as follows : 

'Suppose again the case of land let on the calculation of the 
price of wheat at 90a the quarter, the rent £300 a year, the 
tenant's capital amounting to £1000, and his profit on that capital to 
be £100 a year, the produce is, as before, £1400. Now, after the 
reduction of wheat to GOs., if the tenant retained the same capital on 
the land, he would not, as I showed, reproduce even his capital, much 
less be able to pay any rent, 

' But suppose now on this fall of price he diminishes his capital to 
£B00. Since he made on his whole capital of £1000 before the 
reduction of price £400, i.e, 40 ]>er cent, he must have made more 
than 40 per cent upon the first £800, and even after the reduction of 
prioe he may make 40 per cent on the £800, that is, £320, of 
which his own share as profit will be £80, leaving to the landlord 
£'Mi} as rent 
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'Thus, npoD this snpfioflition, a fall in the price of corn of ^ would 
redtico rents but |.* * 

Torrens," and very probably other writers, adopted, simul- 
taneously with West and Ricardo, the theory that the necas*! 
Bity of cultivating inferior land to supply an increased demand 
for food raises rent. It would, indeed, have been very extra- 
ordinary if the theory had not been put forward in the 
early months of 1815. Inferior land had been brought into 
cultivation dunng the war, and rents had risen. The com 
bill was being advocated in order to prevent the inferior 
lands &om goin^ out of cultivation, and to prevent rents 
from falling. What more natural than to connect the two 
phenomena ? 

It was scarcely possible tu deny that rents would riso 
if increasing demand for food could only be satisded by 
the eraployTuent of less productive a^'ricultural industry 
than the least productive employed before. To the protec- 
tionists this was an extremely objectionable proposition. 
One of thoiu, who wrote a history of the precious metals^, 
and afterwards became Comptroller of Corn Returns, was 
asking ' what reason or justice * there could be in the proposal 
that * rents must be lowered ' ; ' another, a ' farmer's friend/ 
thought it as wicked to suggest a fall of rents as to suggest a 
repudiation of the national debt : ' Rent/ he cried, ' is surely 
as sacred a property as the funds.' * Men imbued with these . 
ideas could not be expected to give an enthusiastic welcome 
to a proposition which associated rise of rent with diminishing 
productiveness of agriculture, even if it had not been accom- 
panied by the deduction drawn by Torrens, that keeping up 
rents by protection ' would be tantamount to laying a tax 
upon broad for the purpose of pensioning ofV the landed 
aristocracy/* But to attack the proposition itself was 
diificult, and they had to content themselves with scoffing a( 

1 Pp. 53 55. 

* Kjinay on the Sxtinial Corn Tirade, pp. 219, 220, e£ ptunm, 

* WillJAm J&cob, Con/iidtratioru en the Protection requirtd hy Brit* 
Ai/rieiilturt, ami oh the Infiuence of tht Price qf Oom on Kxporiahlt Prodi 
Ciofu. tSH, pp. ft2, 83. 

* George Webb Hall, Letters on the fmportamx qf eneowiigiHg the Qrowl^ 
of Corn aiiH Wool in the United Kingdom, 1815, pp. 27, 28. 

* Suay OH the Extvrwxt Com Trade, p. 317. 
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the idea of ' withdrawing ' capital from the land,^ and with a 
number of rather irrelevant observations, such as that the 
lands which had been last taken into cultivation were not the 
worst.* 

That the necessity of employing less productive industry 
in order to supply an increased demand for food can be a 
cause of rise of rent consequently became immediately an 
accepted principle of political economy, and has remained so 
to the present tima But Ricardo was not content to let the 
necessity of employing less productive industry merely rank 
as one of many possible causes of rise of rent He en- 
deavoured to disprove the existence of any other causea 
One of the other causes suggested by Malthus, as we have 
seen, was a fall of wages. In the Essay Ricardo says that a 
fall of wages could not raise rent, and would only raise 
profits.' In the PriTicipUa he explains that wages and 
profits being together fixed by the amount obtainable on the 
land which pays no rent, a rise or fall of wages cannot affect 
rent.* Another possible cause suggested by Malthus was 
improvements in agriculture. This cause also Ricardo 
dismisses very summarily in the Essay. In one note, 
coupling improvements along with falls of wages, he simply 
remarks that it appears to him that they will only augment 
profits.* In another note he shows that he was ready to 
admit that at some distance of time after an improvement 
rent might rise again as high as it was before i^- 

' The low price of com caused by Lmprovementa in agriculture 
would give & BtimuJus to population by increasing proEta and en- 
couraging accumulation, which would again raise the price of com and 
lower profits. But a larger population could be maintained at the 

* Jaoob, LeeUr to )rhilbread, 1815, p. 37. 

■ Arthur Young, Inquiry into the k%M q/" Prices in Europe, 1816, In the 
PamphifUer, vol. vi. p. 189. ' Were I to name any Boila least likely lo be 
abandoned, I should without hesitation instance what arc usually reckoned 
poor Boils ; that is, the great tracts npoD which the beat and most effective 
of modem improvements have taken place: in other wordit, those on which 
capitals were, in point of time, the last invested : which is directly contrary 
to the snppositions of those many writera who have treated on the progreaaive 
lavestment of capital to land.' 

» Woriu, p. 372, note. 

« lit ed. pp. 56S, 670 ! 3d cd. in Worka, pp. 260, 261. 

• Works, p. 372, noU 1. 
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same price of corn, the same profits, and the same rents. Improve- 
ments in agriculture may then be said to increase profits and to lower 
for a time rents/ * 

But an admission that rent may recover its old level in 
spite of an improvement is by no means equivalent to an ad- 
mission that it may eventually rise in consequence of an 
improvement And so sure did Ricardo feel of his ground 
that he ventured on the following rcductio ad absurduw of 
the protectionist claims as the peroration of his Essay : — 

' If the interests of the landlord be of Bufficient conaeqaenoe to 
determine us not to avail ourselves of all the btiiiefits which would 
follow from importing com at a cheap price, they should also iullueuca 
na in rejecting all improvements in agriculture and in the implomenta 
of husbandry, for it is as [sic] certain that corn is rendered cheap, 
rents are lowered, and the ability of tho landlord to pay taxai is^ for a 
time at least, as much impaired by snch improvements as by the 
importation of com. To be consistent, then, let tis by the same act 
arrest improvement and prohibit importation.* ^ 

In the JPi^TUsiples Ricardo put forward exactly the same 
theory regarding effects of improvements as in the Essay, and 
worked it out in greater detail : — 

* If,' he saySf ' a million quarters of com be necessary for the sup- 
port of a given population, and it be raised on land of the qualities of 
Noa. 1, 2, 3; and if on improvement be afterwards discovered by 
which it can be raised on No. 1 and 2 without employing No. 3, it 
is evident that the immediate effect must be a fall of rent ; for No. 2 
instead of No. 3 will then be cultivated without paying any rent ; 
and the rent of No. 1, instead of being the difference between the pro- 
duce of No. 3 and No. 1, will be the difference only between No. 2 
and 1. With the sime population and no more, there can be no 
demand for any additional quantity of corn ; the capital and labour 
employed on No. 3 will be devoted to the production of other com- 
moditica deairablo to the community, and can have no effect in 
raising rent unless the raw material from which they are made cannot 
be obtained without employing capital less advantageously on the 
land, in which case No. 3 must again be cultivated. 

• It is undoubtedly true that the fall in the relative price of raw 
produce in comiequeuce of the improvement in agriculture, or rather 



* fTorht, p. 377, note L 



- Ibid., p. 39a 
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in consequence of less labour being bestowed on its production, woald 
naturally lead to increased accumulation ; for the profits of stock 
would be greatly augmented This accumulation would lead to an 
increased demand for labour, to higher wages, to an increased popu- 
lation, to a further demand for raw produce, and to an increased 
cultivation. It is only, however, after the increase in the population 
that rent would be as high as before ; that is to say, after No. 3 was 
taken into cultivation. A considerable period would have elapsed, 
attended with a positive diminution of rent' ^ 

Bicardo does not say here whether ho is speaking of rent 
measured in produce — com rent — or rent measured by the 
money value of that produce, but as he says at the end of 
the chapter that he has been considering com rent and not 
money rent,^ we may examine his argument on the assump- 
tion first that he means com rent. 

The statement that it is only after No. 3 is again taken 
into cultivation that com rent will be as high as before 
obviously contains the proposition that com rent will not be 
as high as before until No. 3 is again taken into cultivation, 
and it seems also to imply, though not quite necessarily^ that 
as soon as No. 3 is again taken into cultivation com rent will 
be as high as befora Now neither of these propositions ub 
always trua In the arithmetical example which Ricardo 
gives to illustruto his doctrine > it happens to be true that 
when the land thrown out of cultivation is again taken into 
cultivation com rent is again as liigh as boforo, but this is 
only so because he supposes in the example — what is not 
very likely to occur— that the improvement adds 'an equal 
augmentation/ that is, an equal absolute amount, to the pro- 
duce of each of the successive qualities of land or portions of 
capital employed. Supposing four equal portions of capital 
to yield produce of 

100+90+80+70 = 340, ' 
and therefore to pay rents of 

30+20 + 10 = 60, 
be makes an ' improvement ' increase each of the four amoimts 

> Ist cd. pp. 69, 70 ; 3d ed. in WorHts, pp. 41. 42. 

* He says he hu be«n contidering tho landlord*! 'proportion of the 
whole produce,* but the Ulustrativo note whiob ia appended makes it dear 
that thia only meana the absolute amount of runt measured in produco. 

• lit od. pp. 72, 73 : 3d ed. in Works, pp. 42, 43. 
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of produce by 25, so that they become 

125 + 116+105+95=440. 
After tbo intennediate period ' attended with a positive 
diiainution of rent' has elapsed, and the whole of this pro- 
duce is required, so that ' No. 4/ which had ceased to be 
employed, is once more called in, the com rent will be 
high as before, 

30+20 + 10=60. 
But if Ricardo had supposed the produce to increase to 

122 + 115+108+105 = 450, 
the com rent would be 

17 + 10+3 = 30, 
not so high as it was originally ; and if he had supposed the 
produce to increaso to 

127-7 + 115 + 102-2+89'4=444-4, 
the com rent would be 

38-3 + 25-5 + 12-7 = 76-6, 
considerably higher than it was originally, and as the grada* 
tiona between the beginning of ' No, 1 ' and the end of 
'!No. 4' must be actually much more numerous than three, 
this shows that com rent would be ' as high as before ' at 
some time before the whole of No. 4 is again called in. 

The proposition that ' a considerable period would have 
elapsed attended with a positive diminution of rent ' is no 
more necessarily true than the proposition which precedes it. 
If the produce 

100 + 90+80+70 = 340 
increased, as Kicardo supposes, to 

125 + 115 + 105+95 = 440, 
so that the produce of Nos. 1, 2, and 3, 

125 + 115+105 = 345, 
would be Buificionb for the immediate wants of the popula- 
tion, corn rent would faU Irom a total of 60 to 

20+10-30. 
If the produce increased, as in our first exaruple above, to 

122 + 115 + 108 + 105 = 450. 
so that the produce of Nos. 1, 2, and 3, 

122 + 116 + 108 = 345, 
would be sufficient, corn rent would fall from 60 to 

14+7=21. 
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And if the produce increased as in our second example to 

127-7 + 115+102*2+89*4 = 444-4, 
80 that the produce of Nos. 1, 2, and 3, 

127-7 + 115 + 102'2 = 345 
would be again sufficient, com rent would fall from 60 to 

22-5 + 12*7 = 35-3. 
But if the produce increased to 

140+110 + 90+77=417, 
so that the produce of Nos. 1, 2, and 3, 

140+110+90 = 340 
would be sufficient, com rent would rise from 60 to 

50+20 = 70, 
and no period ' considerable ' or inconsiderable, * would hav€ 
elapsed attended with a positive diminution of rent/ 

To mako Ricardo's doctrine true of com rent, we must 
suppose what we have no groimds for believing, and what 
seems primd facie improbable, that improvements always 
add an equal absolute amount to the produce of each of the 
successive ' layers ' of capital, or at any rate that they never 
add a larger absolute amount to the produce of the more 
productive layers, than to that of the less productive layers. 
That either of these assumptions is in accordance with facts 
Ricardo docs not assert, though ho perhaps implies that the 
first is so in the sentence which immediately precedes his 
arithmetical example: — 

'If by the introduction of the turnip huabandry, or by the use of 
a more invigorating manure, I con obtain the same produce with less 
capital and without disturbing the difference between the productive 
powers of the successiTe portions of ca]iital, 1 ahaU lower rent ; for a 
different and more productive portion will be that which will form 
the standard from which every other will be reckoned.' ' 

As he professes to be dealing with improvements in 
general, and yet does not think it necessary to consider the 
case of improvements which cannot bo eflbcted ' without dis- 
turbing the difference between the productive powers of the 
successive portions of capital,' we must suppose that it did 
not occur to him that there was such a casa^ 

2 lit ed. p. 72 ; 3d ed. in Works, p. 43. 

' Profeftaor M&r«h*n, in his Note on Rlc&rdo't dootriofift u to the Inol- 
of taxos and the iotluoQoa of improvemonta in Agriculture, uya 
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If we «Tfnm^ Ricttdo*! doetziiie with regud Co improve- 
oo the wmnprinp tht» in yla of wJMt b> aaj» at 
«nd of tlie elttplcr, he v«ft ntOj tliinkiiig, iioi of eoin rant^ 
of mooey reeot, die resolt is stffl QssadsfiMtofy, though not 
qnileao hi|^ a degiea Ashaaippoatt tkeptieeof eom to 
▼aiy exftcUj vith the ptodnetmnea of the lent pcodncuve 
capital or labour ^ emplojed, an incretee of 0(»xi rent 
by an improvement wUl o&en be ntove than cooni 
I7 a fiJl in the price of the con. When aD the lajers 
capital are once mace in operation — vhen Na 3 or Na 4 is 
again taken into cnltiTstion — the increaBe of com rent caused 
l^ aproporfianate addition to the pvodooe of each layer will 
exactly oounterbelanood hj the decrease in the price of 001 
1^ for instance, as we have alreacfy supposed, the produi 
increases from 100 + 90+SO+70 to 127'7 + 115+102^+89'4b' 
and the com rent from 60 to 76*6. the price of oom fslls in 
the proportion of 89 4 to 70, and ^*^zx76^=60is»8O thal>^ 
money rent would be the same as it was or^inally. 
when one or more of the layers of capital has temporarily^ 
ceased to be employed, the increase of com rent caused by a 
proportionate addition to the produce of each layer is 
necessarily somewhat more than counterbalanced by the 
decrease in the price of com. It for instance, the produce 
of the four layers of capital is at tirst 

100-1-96 + 68+66=330, 
and each is increased by 25 per cent, so that Nos. 1. 2. and 3, 

{FrineipU* 0^ Kcxmonita, 4th e<L bk. vl ch. ix. p. 720) that KicmMo diride* 
JmproT«tnents in the arts of A^pioaltare into two clanee, the fint of which coo* 
kmU of thoM improrementt which make tt ponible to * "obUin the nme 
prodoce with fees upiul, and withoat distarbing the difference between the 
prodactiire powers of the sncceasiTe portions of capital ** ; of oonrae neglectii 
for the pnrpou of his general argoment the £ect that any giren improrementl 
may be of greater serrice to one particular piec« of land than another.* Bat 
Ricardo einiply divides iaproTementa into * thoM which inonase the prodnctiTO 
powen of the land, and those which enable nt by improTing our machinery to 
obtain it* prodaoe with \tm laboor ' (Sd ed. in fForU. p. 42 ; Ist ed. pp 70, 71,] 
omitting the words *by improving oar machinery'), and it is not merely u 
provemcuts which affect qualities of land irregnlarly that are neglected, 
also improvementa which aflect aU qoalitlea regalarly bnt not in sooh a waj wM 
to preaenre the existing Male. 

* *Lesi capita], which is Uie same thing as less labonr,' Irt ed. p. 74 ; 8d 
ed* in Wvrkt, p, 48. 
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producing 

1264-120+85=330. 
will be sufEicient, com rent will be increased from 

34+30+2 = 66 to 40+35=75; 
but as the price of corn will fall in the proportion of 86 to 66, 
money rent will fall from 66x to iixx*i5 = 5Sx. But an 
improvement which added a larger percentage to tlio produce 
of the more productive layers of capital than to that of the 
less productive might raise money rent not only before No. 4 
waa again taken into ctdtivation, but immediately. In our 
last example, if the produce of Nos. 1, 2, and 3 increases 
from 

100+96+68 to 130+125+75=330, 
the com rent will increase from 66 to 105, and the money 
rent will increase from 66a; to fja; x 105 = 92|x. Consequently, 
to make Ricardo's doctrine true of money rent, we must 
suppose that improvements always add an equal percentage 
to the produce of each of the successive layers of capital, or, 
at any rate, that they never add a greater percentage to the 
produce of the more productive layers than to that of the 
less productive. In the chapter on ' Mr. Malthus's opinions 
on rent ' Ricardo boldly asserts that improvements ' probably* 
do add equal percentages to the produce of all the diilerent 
layers : — 

* Nothing can raise rent,' he says, ' bnt a demand for new land of 
an inferior quality, or aome cause which shall occasion an alteration 
in the rolattTo fertility of the land alrcad}' under cultivation. Im- 
provements in agriculture and in the division of labour are common to 
all land; the; increase the absolute quantity of raw produce obtained 
from each, but probably do not much disturb the relative proportions 
which before existed between them.'^ 

But we can scarcely be expected to accept this curious piece of 
agricultural history on the mere ipse dixit of a retired stock- 
broker. Ricardo himself appears not to have been aware of 
it when he wrote his chapter on Rent, for there, as we have 
seen, he gives an example in which the successive layers 
receive equal and not proportionate augmentationa 

What is perhaps the strangest part of Ricardo's theory 

Mit ed. pp. S70, 571 ; Sd ed. in Works, pp. 251, 252. 
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with regard to Lho eflect of agricultural improvements on rent 
still remains to l»o considered Immediately after describing 
in general terms the temporary and permanent effects of im- 
provements/ and before explaining and illustrating his view, 
he says ; — 

* But improvements in agricultiire are of two kinds : those which 
increase tlie productive powers of the land, and those which enable 
us, by improving our machinery, to obtain its produce with leis 
labour. They both lead to a fall in tlie price of raw produce ; they ' 
both affect rent, but they do not affect it equally. If they did not 
occasion a fall in the price of raw produce they would not be im- 
provements; for it is the essential quality of an improvement to 
diminish the quantity of labour before required to produce a com- 
modity ; and this diminution cannot take place without a fall of its 
price or relative value.*' 

Hitherto we have assumed that all improvements belong 
to the first of the two classes, and, as Ricardo puts it, * abso- 
lutely enable us to obtain the same produce ' as before ' &om 
a smaller quantity of land.' It is with regard to this class 
that he supposes his case to be strongest, since when he saysj 
the two kinds of improvement do not affect rent equally, he 
apparently means that improvements of the first class lower 
it more than those of the second class, because they lower 
both money rent and corn rent.* We must now inquire 
how Ricardo attempts to show that improvements of the 
second class must diminish rent, at any rate temporarily. 
The answer is that he does not attempt to show it at alL 
After finishing his discussion of the first class, he says: — 

'But there are improvements which may lower the relative value 
of produce without lowering the com rent, though they will lower 
the money rent of land. Such improvements do not increase the 
productive powers of the land, but they enable ua to obtain its 
produce with less labour. They are rather directed to the formation 
of the capital applied to the land, thou to the cultivation of the land 

> Above, pp. 322. 323. 

* Ut ed. pp. 71, 72 ; 3d «d. in HVJta, p. 42, The word« ' by improvixig 
our machinery ' are not In the first edition. 

' An improvement which affected money rent only might of course lower 
money rent more tliaii an improvemont which affected both money uid com 
rent, but Ricardo does not think of this. 
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itself. Improvements in agricultural implements, such as the plough 
and the thrQ&bing machine, economy in the use of horaes employed in 
husbandry, and a better knowledge of the veterinary art are of this 
nature. Less capital, which is the same thing aa less labour, will be 
employed on the land; but to obtain the same produce less land 
cannot be cultivated/ 

After this explanation of the nature of the second class of 
improvements, we naturally expect Ricordo to show how 
' they will lower the money rent of land.' Instead of doing 
BO, he takes it for granted, and calmly proceeds : — 

* Whether improvements of this kind, however, affect ccni rent, 
must depend on the question whether the dilference between the 
produce obtained by the employment of diiTerent portions of capital 
be increased, stationary, or diuiiuished. If four portions of capital, 
60, 60f 70, 80, be employed on the land, giving each the same results, 
and any improvement in the formation of such capital should enable 
me to withdraw 5 from each, so that they should bo 45, 55, 65, and 
75, no alteration would take place in the com rent ' ; ' 

In his assumption that in this case money rent will fall, 
and in his statement that no alteration will take place In the 
com rent, Ricardo, in spite of the rigorous logic with which 
he is so often credited, is absolutely and almost obviously 
wrong. This is a mere question of arithmetic. If the 
number of quarters of corn produced by each of the four 
' portions of capital ' be x, then the original corn rent will bo 
of the HO, nil, of the 70, Ha-, of the 60, l%x, and of the 50, lix, 
in all J«, and if a quarter is worth £4, money rent will be £3j;. 
After the improvement, the com which regulates the price 
can be produced with ^ 'less capital, which is the same 
thing as less labour,' and consequently the price of com falls 
£rom £4 to £3J, the com rent rises from 

to |Sx+nx+?|a;=l«, 
and the money rent remains £3JxJx = 3a!:, exactly the 
same as before. If equal absolute amounts are taken away 
from the 'four portions of capital,' com rent will always rise, 
and money rent will always remain the same.* Curiously 

' Ist ed. p. 74 ; 3(1 ed. in (Fwitj», p. 43. 

' To le«v« the com rent the same as before, it wnuld be necenaxy 
to deduct (roiu the four portions of ospital* not equal uuouziu, but oquoZ 
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enough, Iticardo himself, in the chapter on Taxes on Raw Pro- 
duce, recognises the converse case, namely, that the addition 
of an equal absolute amount to each of the four portions will 
diminish the com rent and leave the money rent unaltered.* 
Oblivious of his error as to the effect of the subtraction 
of an equal absolute amount from each capital^ he rashly 
enters on what ho imagines to be an a fortiori argument : — 

* but if the improTements were such as to enable me to make the 
whole saying on that portion of capital which ts least productively 
employed, corn rent wonld immediately fall, becaose the difference 
between the capital most productive and the capital least productiva 
would be diaunished; and it ia this difference which constitatot| 
rent'* 

This is quite true. If, for example, the improvement 
deducted 20 from the 80 of capital, and nothing from the 
70, 60, and 50, the corn rent would be 

instead of |<c. But what possible right has Ricardo to put 
this case of the whole saving being made on that portion of 
capital which is least productively employed, without putting 
the converse case of the whole saving being made on that 
portion which is most productively employed ? Obviously 
nono whatever, and when we do put this converse case, we 
find that both the corn rent and the money rent would 
immediately rise. If, for example, we deduct 20 from the 50 
of capital, and nothing from the 60, 70, and SO, we find the 
com rent will be 

instead of ^x, and as nothing has happened to alter the 
value of a quarter of corn, the money rent will be £4« 
instead of £Zx, 

percentages. For example, if each were rednced by 12^ per cent, or one-eighth* 
the corn rent would be 

7if ^ W''^ to'- 4* 

exactly the eazne as beforoi whUe the money rent would fall from £3x to 

> 1st ed. pp. 196-198 ; 3d ed. in Work*, p. 92. 

' Sd ed. in Worh, pp. 43, 44. This aud the two preceding quotations are 
oontinaoufl. The lat cd. p. 75 roads, ' the lArgest portion ol capitA.1, that 
portion ' fur ' that portion of oApilaL' 
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Bicardo's attempt to show that improvements must tem- 
porarily lower rent, whether we apply it to his first or his 
second class of improvements, and whether we suppose him 
to mean money rent or com rent, thus ends in complete and 
hopeless failure. No general rule can be laid down with 
regard to the immediate effect of improvements. It will vary 
with the nature of the improvements and the circumstances 
of the country and soil to which they are applied. 

Even if Ricardo had succeeded in proving that im- 
provements must always lower rent for a time, ho would not 
have attained the object he had in view, namely, to disprove 
the existence of every possible cause of rise of rent except the 
necessity of employing less productive industry. Whether 
improvements should be looked on as a cause of rise of rent 
or not must depend, not on their temporary, but on their per- 
manent effects ; and in the later editions of the Principles 
Ricardo admitted not only, as in the Essay and the tot 
edition of the Prindfilea, that when a certain length of time 
has elapsed after an improvement, rent may be again as high 
as before, but also that it may be higher than before in 
consequence of the improvement In the third edition he 
inserted a note to the chapter on Rent : — 

' I hope I am not understood as undervalaing the importance of 
all aorta of improvements in ttgriculture to landlords — their immediate 
effect is to lower rent ^ bat aa tboy give a great stimolns to popula- 
tion, and, at the same time, enable na to cultivate poorer lands with 
less labour, they are ultimately of immense advantage to landlords. 
A period, however, most elapse during which they are positively 
iiyurious to him * [wc].* 

In the chapter on Mr. Malthus's Opinions on Rent he in- 
serted several new sentences, in one of which he sap that 
' the improvement in agriculture ' ' will give to the land a 
capability of bearing at some future period a higher rent, 
because with the same price of food there will be a great 
additional quantity.' ^ In the chapter on Rent he had sup- 
posed four equal portions of capital to yield a produce of 
100+90+80 + 70 = 340. 



1 3d ed. in ITorJb, p. 43. 



* 2d ed. p. 017 ; 3d ad. in Work», p. 251. 
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He had made an improvement increase the four amounts of 
produce to 

125 + 115+105+95 = 440. 
and said that when the whole 440 was required, rent would 
be as high as befora At this stage com would be, according 
to his assumptions, still only at H of its original price. The 
condition of things contemplated in the new sentence just 
quoted is evidently a later stage, when, say, two more portions 
of capital are employed and the produce is 

125 + 115 + 105 + 95 + 85 + 70 = 595. 
and rent, instead of 30 + 20+10 = 60, is 

55 + 45 + 35 + 25 + 16=175. 
the price of com being the same as before. To allow that 
this increase of rent could not have happened without the 
improvement, and yet to maintain that the improvement is 
a cause of diminution rather than increase of rent is incon- 
sistent, and there is ground for Malthus's complaint that 

'It Ib a little singular that Mr. Ricardo, who has in general kept his 
attention so steadily fixed on permanent and final results as even to 
define the natural price of labour to be that price which would main- 
tain a stationary population, although such a price cannot generally 
occur under moderately good governments and in an ordinary state 
uf things, for hundreds of years, has always, in treating of rent. 
adopted an opposite course, and referred almost entirely to temporaiy 
effects.' 1 

Malthus would have none of lUcardo's theory that rise of 
rent is to bo attributed exclusively to the necessity of em- 
ploying less productive industry, and reprinted his Nature 
and Progress of Rent in his FolitkaL Ecimaviy with very 
little alteration. James Mill, on the other hand, says * rent 
increases in proportion as the effect of the capital successively 
bestowed upon the land decreases/ * and mentions no other 
cause of increase. 

M'Culloch at first adopted Ricardo's theory with his usual 
thoroughness : — 

* An increase of rent is not,' he says. ' as is very generally sap- 
posed, occasioned by improvements in agriculture, or by an increase 
in the fertility of the soil It results entirely from the necessity of 



4 



> PolUicai Eoonomy, p. 23a 



s SiemenU, Itt ed. p. 18. 
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resorting, as popalation increasee, to soils of a decrtcuing degree of 
fertility. Bent varies in an inTerse proportion to the amount of 
produce obtained by means of the capital and labour employed in 
cultivation ; that is, %i increases when the profits of agriciUtural labour 
diminish, and diminishes when ifiey increase.' ^ 

In the second edition of his PrindpLea (1830), however, 
though ho reprinted the last two sentences of this passage,^ 
he showed that an improvement which added to the produce 
of the most productive capital, and not to that of the least 
productive, might raise rent immediately, and insisted that 
if an improvement did lower rent for a time, that time would 
be very short" 

In 1831 a vigorous attack on the Ricardian theory was 
made by Richard Jones.* Taking a umch broader view of 
the matter than Ricardo, he surveyed the whole of history, 
instead of confining his attention to the circumstances of 
England during the war. It was, consequently, perfectly 
evident to him that the necessity of employing less pro- 
ductive agricultural industry was neither the only possible 
nor tho most important actual cause of rise of rent, since in 
the last three hundred years, for example, rents in England 
had risen enormously, although the least productive agricul- 
tural industry employed was no less productive than it had 
been at the beginning of the period The obvious cause of 
the actual rise of rent in England was, he thought, not that 
the most costly portion of agricultural produce was obtained 
at greater cost, for this was not the case, but simply that a 
larger amount of produce was obtained.^ There are, according 
to him, three great possible causes of rise of rent, and he puts 
Ricardo's ' one exclusive cause of every increase '* in the third 
place, regarding it as much the least important. The second 
cause is ' the increasing efficiency of the capital employed/ or 
what Ricardo called improvements in agriculture. Improve- 
ments, he says, increase rent, except when * the progress of 
unprovement outstrips the progress of population and the 
growth of produce exceeds the growth of demand (an event 
rarely to be expected).'^ He ridicules Ricardo's supposition 

> Print^pUs, Ut ad. pp. 268, 269. > P. 434. "Pp. 4fi2-4£ff. 

* Eitay on iks DiiUrihutum <if WfaUh, Part t. RenL 

■ IM., pp. 282-280. < Jbid., p. 213. ' Ibid., p. 237. 
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of * ft miflden spread of improvement by which, as by the 
stroke of ft magic wftnd, two-thirds of the land of a country 
are made to produce as much as the whole did immedi- 
ately before, while the population continues the same and 
no more ' : — 

' It it only necessary to remember the slowly progressiTe manner 
in which agricnltaral improvements are practically discovered, oom- 
pletcd> and spread to perceive bow very visionary this sappositioa of 
Mr. Ricardo's really ia. If two-thirds of tbe lands of England Bhoaid 
ever produce as much as the whole does now (an event extremely 
probable), wo may be qaite sore that it will be by no sodden and 
magical stride that the improvement will establish itself : that the 
means of effecting it will be discovered in small portions at a time, 
perhaps at conaiderable intervals, and will be adopted into general 
practice tardily, and, we may almost predict, reluctantly and sos- 
piciously. In the meantime, population and the demand for raw 
produce will not have been standing still In the process by which 
increased supplies of food are produced for an increasing population, 
we observe no such wide dislocation between the supply and demand, 
no such suddeu starts and jerks as Mr, Kicardo is driven to suppose, 
in order to prove that all improvements in agriculture are unfavour- 
able to the interests of the landlords. As the mass of the people 
slowly increase, we see the gradual pressure of demand stimulating the 
agriculturists to improvements, which, by an imperceptible progression 
of the supply, keep the people fed. While these processes are going 
on, every increase of produce occasioned by the general application to 
the old soils of more capital, acting upon them with unequal effect 
according to the differences of their original fertility, raises rents ; 
and the interests of the landlords are at no moment opposed to 
improvements.' ^ 

The cause of rise of rent which Jones places first is ' mcrease 
of produce caused by the use of more capital in cultivation,** 
without any decrease of the productiveness of the least pro- 
ductive industry employed- If we go back once more to 
Ricardo's supposition of an equal amount of capital, let UB 
say Zf producing on four areas of land 

100 + 90+80+70 = 340 quarters of com, 
it is evident that if the demand increased to 6S0 quarters of 



1 Suo,if, pp. Sn» 212 ; referred to on p. 238. 



> Ihid., p. 19a 
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com, and this araount could be raised by employing 2v on 
each area without any diminution of returns, so aa to pnxluco 
200+180+160+140. rent would rise from 30+20+10 to 
60+40+20. Such a change is quite poi^sible and probable, 
although Bicardo, as Jones complains, says ' if capital could 
be indetinitcly employed without a diminished return on the 
old land there could be no rise of rent.' ' If, however, wo 
suppose that cultivation is always exactly as extensive as it 
would be if the cidtivators started with a tabula rasa, so to 
speak, the change would not be a possible one unless an 
* improvement ' had been introduced. For if to produce 680 
quarters the most profitable plan is to employ 2x^ producing 
200 quarters, on land No. 1, 2r, producing ISO quarters, on 
land No. 2, and so on, then the most profitable method of 
producing only 340 quarters would not be to employ tc on 
land No. 1. a: on land No. 2, x on land No. 3, and x on land 
No. 4, but to employ 2x on land No. 1, and Jx on land No. 2. 
And if there has been an ' improvement,' the case is covered 
by the admission of Ricardo's second edition that an improve- 
ment ' will give to the land a capability of bearing at some 
future period a higher rent, because with the same price of 
food there wiD be a great additional quantity.' ' As a matter 
of fact, of course, cultivators do not usually start with a 
tabula rasa, as Ricardo ijnagines when he talks about ' the 
first settling of a country.' So it might very well happen that 
X of capital might be employed on each of Nos. 1, 2. 3, and 4, 
although looking at the matter a priori, and disregarding 
the facts that lands Nos. 3 and 4 are prepared for cultivation, 
and that a portion of the population is settled upon them, 
it might be said to be more 'profitable* to employ ^ on 
No. 1, {x on No. 2, and nothing on Nos. 3 and 4. 

Senior, writing in 1836, makes no very positive contribu- 
tion to the theory of the subject, but he attribute* the rise of 
rents in England since 1700 to increase in the productiveness 
of the land." 



> Bmo/gt p. 297. Rxoardo, PrindpUs, Ist ed. p. 67 ; 8d ed in WorJu, p. 
87< KIcardo appareotly for tho moment took * the old land ' to conaUt of 
one quality only. 

* 2a ed. p. 617 ; 3d ed. in Work$, p. 251 ; quoted above, p. 331. 

' Political Economy, Svo od. p. 139. 
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In his chapter on the ' Influence of the progress of 
industry and population on rents, profits, and wagea/ 
J. S. Mill gavo fiill weight to the admission in Ricardo'a 
tliird edition of the fact that iraprovements 'ultimately" 
benefit landlords, and appears to have been sometimes, at 
any rate, ready to admit that the actual historical rise of 
rent had been caused by improvements, and not by the 
necessity of employing less productive industry to raise the 
increased quantity of produce required,^ But, in spite of 
M'CuUoch, he adhered to the Ricardian theory that an im- 
provement must diminish rent unless or until there is aa 
increase of demand for produce. Dividing improvements 
into (1) those which 'enable a given quantity of food to be 
produced at less cost, but not on a smaller surface of land 
than before/ and (2) those which 'enable a given extent of 
land to yield, not only the same produce with less labour, but 
a greater produce ; so that if no greater produce is required, 
a part of the land already under culture may be dispensed 
with,' he says that, under the circumstances supposed, ' by 
the former of the two kinds of improvement rent would be 
diminished. By the second it would be diminished still 
more.' * To show the truth of the proposition, he assumes 
* that the demand for food requires the cultivation of three 
qualities of land, yielding on an equal surface, and at an 
equal expense, 100, 80, and 60 bushels of wheat.' These 
will yield com rents of 40+20=60 bushels, and if the * equal 
expense' be £x, they will yield money rents of ^ Xa:+J^ £x 
= £x. Mill then supposes an improvement to be made 
which, 'without enabling more com to be grown, enables 
the same com to be grown with one-fourth less labour,' 
meaning by this that the three equal surfaces of land are 
to continue yielding 100+80+60 bushels, but that the equal 
expense is to be reduced on each equal surface from £x to 
J £x. Com rent will then, he says, remain the same aa 
before, but as the price of wheat will fall one-fourth, the 
money rent will be reduced from £« to f £z. The fact that 
the com rent remains the same, however, obviously results 

^ Pri!ntipU»t Bk. tv. chap. ill. ; Mid Bee above, pp^ 175-162. 
» PrindpUn, Bk. IV. chap. iii. fi 4, U% edL vol ii pp. 270, 271 ; Peopl«% 
ed. pp. 4^. 43a. 
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simply from the fact that, unlike Ricardo,' he has supposed 
the improvement to deduct an equal percentage &om the 
three expenses of production. If he had supposed the im- 
provement to deduct a larger percentage from the more 
productive expenses than from the less productive, the com 
rent would have risea And if the differences between the 
percentages had been large enough, not only com rent but 
money rent also might have risen. For example, if by the 
improvement the expense of raising the 100 bushels was 
reduced to J £x, that of raising the 80 bushels to ^ £x, and 
that of raising the 60 bushels to t? £x, the com rent would 
rise from 60 to 67+32=99 bushels, and the money rent 
would rise from £z to 1^ £x. 

To show that an improvement of the second kind would 
diminish rent 'still more,' or ' in a still greater ratio,' than an 
improvement of the first kind, Mill supposes ' that the amount 
of produce which the market requires can be grown not only 
with a fourth les» labour, but on a fourth loss land.* Land, 
he says, ' equivalent to a fourth of the produce,' i,e. land on 
which a fourth of the produce has been hitherto raised, * must 
now be abandoned' Corn rent will therefore fall from 60 to 
106J=26J, and as the bushel of com wiD fall to 



133J 
60 



1 Afli ^^ '** foraier price, money rent will fall from Zx to 



26J^ 



60 



In this example an equal percentage, 83^, is added to 
each of the three quantities of produce. As Professor 
Marshall points out,' if, instead of 100, 80, and 60, the 
three quantities had been at first 115, 65, and 60 bushels, the 
improvement adding 33J per cent to each would have raised 
com rent from 60 bushels to 66^. And, as wo have already 
shown,^ if a larger percentage were added to the less costly 
quantities of the produce than to the more costly, cases are 
easily conceivable where the improvement would raise not 
only corn ront, but money rent also. 

' Rio&rdo deducted ui eqoftl absolute amount from unequal azpensM, 
and consequently a larger poroentage from the unaller expaoaea. See 
above, {)p, 329, 330. 

■ KconomirM of InduMty, 1879, p. 86 note; Principles, 4th ed. p. 278, 

■ Above, p, 327. 
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In the chapter ' Of Rent/ Ifill has nothing to say about 
the causes which produce variations of rent The main pro- 
position which he seeks to prove is that ' the rent of land 
consists of the excess of its return above the return to the 
trorst land in cultivation, or to the capital employed in the 
least advantageous circumstances.'^ This is obviously intended 
to give some information, not as to the rents of the same land 
at different times, but as to the rents of different pieces of 
land at the same time, and consequently does not belong to 
this part of our inquiry.' 

^ PrindpUt, Bk. ii. oh. ztL flnmmuy of {§ 3 and 4 In Oontenti. 
* See below, oh. Tiii { 4. 
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§ 1, Division of the whole produce between Aggregate Wages, 
Aggregate Profits, a/nd Aggregate Rents. 

Now that we have dealt with tho teaching of the economists 
of the period 1776 to 184y, not only with re^^ard to what was 
known as production, but also with regard to the causes of 
variations of wages per head, profits per cent, and rent per 
acre, we are at last able to proceed to deal with the causes 
which determine the proportions in which the total produce 
or income of a community is divided between classes and 
individuals. 

The first question is, * What determines the proportions in 
which the produce is divided between the class of labourers^ 
the class of capitalists, and the class of landlords, or, as it is 
put metaphorically, between Labour, Capital, and Land ? ' 

Before Ricanio wrote, this question soeins not to have 
occurred to any one, and it is only possible to find incidental 
and very incomplete propositions bearing upon it. 

Adam Smith in one place says that * the extension of im- 
provement and cultivation * causes ' a greater proportion ' of 
the produce of land ' to belong to the landlord,' * but in another 
place he says. *in the progress of improvement, rent, though 
it increases in proportion to the extent, diminishes in pro- 
portion to the produce of the land.'^ The second of these 
contradictory statements he founded on observation of the 
CwJts ; the first he founded on the somewhat shallow theory 
that when the price of the produce rises, a less proportion 
than before is necessary to remunerate the producer. Both 
propositions obviously relate to agricultural produce only, and 



' Bk. L oh. xl p. UoA» 



* Bk. u. ch. iU. 



p. 148a. 
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consequently even if etther of them had been proved, it would 
not have thrown much light on the distribution of the whole 
produce of labour, unless a certain relation between the total 
of agricultural produce and the total of other produce could. 
have been shown to exist. With regard to the proportions 
the produce obtained by profits and wages, Adam Smith has 
nothing to say. He always considers * wages ' as wages per 
labourer, and ' profits ' either as an absolute aggregate amount,! 
or as a rate or ratio between interest and principal 

The parliamentary inquiries which took place in the closing 
years of the great war showed that at that time the landlord's' 
proportion of the whole agricultural produce was declining.* 
Malthus noticed the fact, and West used it as one of the chief 
supports of his theory of the decline of profits.^ No attempt 
was made, however, to deduce from it any generalisations 
with regard to the division of the whole income of the com- 
munity between wages, profits, and rents. 

The position of Ricardo with regard to the matter is a very 
peculiar one. In the Preface to his Principles he speaks, 
almost as if he had fully realised the importance of the ques- 
tion, and imagined that he had at any rate contributed some- 
thing towards a complete answer to it. He says : — 

* The produce of the earth — all that is derived from its surface by 
the united applicatiou of Labour, machinery and capital, is divided 
among three classes of the community ; namely, the proprietor of the 
bnd, tho owner of the stock or capital necessary for its cultivation, 
and the labourers by whose indu&tiy it is cultivated. 

' But in different stages of society the proportions of the whole 
produce of the earth, which will be allotted to each of these classes 
under the names of rent, profit, and wages, will be essentially 
different. . . . 

'To determine the laws which regulate this distribution ia tha 
principal problem in Political Economy.' 

It must be admitted that the repetitions of the word 
'earth * and the introduction of the words 'cultivation' and 
'cultivated/ certainly show that Ricardo had in his mind the 

' J^ejjorU of LortW* CommiiUc* on Grain and the Corn LavM, 1814 (in the 
House of Commons ooUecUoa, 181-1 15, vol. v. pp. 1035-1335), pp. 26, 46. 

^ Malthus. Nature and ProgttSA qf Rent, pp. 30, 31 ; West, AppUeaUcn 
qf Capital, pp. 2, 27, 30. 
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proportions in which agricultural produce is divided rather 
than the proportions in which the whole produce or income 
of the community is divided. But throughout his work he 
always appears to treat a farm as a kind of t}'pe of the in- 
dustry of the whole country, and to suppose that the division 
of the whole produce can be easily inferred from the dis- 
tribution on a farm, so that too much importance must not 
be attached to the observation. 

Towards the end of the first chapter of the Frindplea he 
says: — 

' It is according to the diviBion of the whole prodnce of the land 
and labour of the country between the three clasaca of landlords, 
capitalists, and labourers, that we are to jadge of rent, profit, and 
wages, and not according to the value at which that produce may be 
estimated in a medium which is confessedly variable. 

* It is not by the absolute quantity of produce obtained by either 
class that we can correctly judge of the rate of profit, rent, and 
wageSj but by the quantity of labour required to obtain that produce. 
By improvemcntfi in machinery and agriculture the whole produce 
may be doubled ; but if wages, rent, and profit be also doubled, these 
three will bear the same proportions to one another, and neither could 
be said to have relatively varied. But if wages partook not of the 
whole of tliis increase ; if they, instead of being doubled, were only 
increased one-half, if rent, instead of being doubled, were only 
increased three-fourths, and the remaining increase went to profit, it 
would, I apprehend, be correct for me to say that rent and wages had 
fallen, while profits had risen ;'^ 

To say that rent and wages have fallen when you admit 
yourself that they have 'increased one-half* can scarcely 
under any circumstances bo 'correct' But underneath 
Ricardo's blundering method of expressing himself, his mean- 
ing so far, at first ai^hi, seems to be plain enough. Ho seems 
plainly to wish to indicate that in discussing the distribution 
of the produce into wages, profit, and rent we ought to con- 
cern ourselves with the proportions in which it is divided 
among the three shares, and not ^vith the total absolute 
amount of produce which goes to each shara The reason he 

^ lat od. pp. 44, 45 ; 3d ed. in Worht^ p. 31, beginning 'It is aooordio^ 
to the division of the whole produce of the land of any particular farm 
between the three ciouee ol Uadlord, capitoliat, and lAl>ourer.' 
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^ves for tlie procedure he recommends, however, puts rather 
a different face on the matter : — 

'for if,' be continues, 'we had an inTariable standard by whiob to 
measure the value of this produce, we ahould find that a less valua 
had fallen to the class of labourers and landlords, and a greater to 
the class of capitalists thau hod been given befoiu We might 6nd, 
for example, that though the absolute quantity of commodities had 
been doubled, they were the produce of precisely the former quantity 
of labour. Of every hundred hats, coats, and quarters of com 
produced, if the labourers had ... 25 

The landlords ... 25 

And the capitaliata . • 50 

100 

and if, after these commodities were doubled iu quantity, of erery 
100 

The labourers had only . 22 

The landlords ... 22 

And the capitaliatB • « 56 



100 
in that case I should say that wages and rent had fallen and profits 
risen ; though, in consequence of the abundance of commodities, the 
quantity paid to the labourer and landlord would have increased in 
the proportion of 25 to 44. Wages are to be estimated by their real 
value, viz. by the quantity of labour and capital employed in produc- 
ing them, and not by their nominal value either in coats, hats, money* 
or com. Under the circumstances I have just supposed, commoditiea 
would have fallen to hnlf their former value ; and, if money had not 
varied, to half their former price also. If, then, in this medium 
which had not varied in value, the wages of the labourer should be 
found to have fallen, it will not the leas be a real fall, because they 
might furnish him with a greater quantity of cheap commodities than 
his former wages/ ^ 

It becomes evident that what Ricardo really wishes to say 
is that wages, profits, and rent, or, at all events, wages, * are to 
be est'unated by their real value, viz. by the quantity of labour 
and capital employed in producing them,' 

But variations in the 'real value' of total wages, total 

> Isted. pp. 46, 46; 3tl ed. in Works, pp. 31, 32. 
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profits, and total rent, whoa real valuo incanfi ' tho quantity of 
labour and capital employed in producing them/ do not 
always correspond with variations in the proportions in which 
the whole produce is divided between total wages, total profits, 
and total rent. If the aggregate produce of the country were 
at first 100 million ' hats, coats, and quarters of com,* pro- 
duced by 8 million men, and divided into 25 million hats, 
coats, and quarters for wages, 25 for rent, and 50 for profit, 
and were afterwards to increase to 200 million hats, etc., pro- 
duced by 15 million men, and divided into 50 million for 
wages, 30 for rent, and 120 for profitf, then the proportion of 
the whole produce falling to total wages would have remained 
the same, namely 25 per cent, although the ' real value ' of the 
amount of produce falling to wages would have increased in 
the ratio of 200 to 375 ; the proportion of the whole produce 
falling to total rent would have fallen from 25 per cent to 15 
per cent, although the ' value ' of total rent would have in- 
creased in the ratio of 200 to 225 ; and the proportion of the 
whole produce falling to profits would have risen only from 
60 to 60 per cent, although the * value' of total profits would 
have risen in the ratio of 4 to 9. The produce and * value ' at 
the two periods would be as follows : — 



First Pkriod. 

Total wa^ 26,000,000 hata, etc, produced by 2,000,000 labourere. 
„ rent, 25,000,000 „ „ 2,000,000 „ 

„ profits, 50,000,000 „ „ 4,000,000 „ 



100,000,000 



8,000,000 



Seoond Pxbiod. 



Total wages, 60,000,000 bato, etc, produced by 3,760,000 labourers. 
„ rent, 30,000,000 „ „ 2,250.000 „ 



profits, 120,000,000 



200,000,000 



9.000,000 



15,000,000 



In Ricardo's numerical example variations in the propor- 
tions of produce falling to each of the three shares coincide 
with variations in the absolute amoimt of * real value ' falling 
to each share or quantity of labour employed in producing 
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l'f*?'j^F*inn 




voidd TUj with the quantity 



ftTO va^ per 



ftppropriftte lo the etpiAtioQ, 



bat be failed to 

capita, and not 

Produca= 



Waga+Ptofils+Rent. He therafara heetilj and rashij 
cnaahnhil th^t the ptoportiotti of pcodnce hSing to profits 
■ad raoi wvnld twj with the qnantifty of labour employed 
in prododiy them, that is to say, with what he chose to call 
iheir'nfaML' 

Now it ia to the <|oestiQQ of the value of things that 
Bicardoft book primarily addreeaes iteelf^ and the consequence 
of the ' value/ as he defines the word, of profits and rent not 
varying with the propoftiona of the whole produce falling to 
profits and rent is that his book would not have dealt with 
the propo rt k ai s in which the whole income of the community 
is divided between Labour. Capital, and Land, even if he hod 
always adhered to his detinition of the value of the three 
shares. If, however, he had adhered to that definition, his 
book, in treating of the variations in the value of wages 
per capiia, would also necessarily have treated of variations 
in the proportion of the whole produce which falls to total 
wages. 

As a matter of fact, however, he did not adhere to his 
definition of the value of rent, profits, and wages. If the 
value of rent, wages, and protits is to be estimated by the 
quantity of labour employed in producing them, and if money 
is to be supposed, as Ricardo supposes it for the purpose of 
his inquiry,^ to be invariable in value, we should certainly be 
justified in expecting the rent + wages + profits produced by 
20 average labourers to be worth exactly twice as much 
' money' as the rent + wages + profits produced by 10 average 
labourers, and so on. But in Ricardo's examples of the pro- 

10 men only are 

produced when 

ix(180-f 170)= 

men are employed 

Instead of 

luce — wages + 

are employed. 
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estimated by their real value, viz. by the quantity of labour 
and capital employed in producing theui,' he was using the 
word in its ordinary sense. The passage quoted occurs in the 
course of an attempt to explain the difference between the 
effects of a rise of money wages caused by an alteration in the 
* value ' of money, and a rise of wages resulting * from the cir- 
cumstance of the labourer being more liberally rewarded, or 
from a difficulty of procuring the necessaries on which wages 
are expended/ If occasioned by the first cause, Ricardo says, 
it will raise ' prices,' and not affect ' profits ' ; if occasioned by 
the second cause it will lower ' profits/ and not affect prices : — 

' A rise of wages from an alteration in the value of money pro- 
duces a general effect on price, and for that reason it produces no 
real effect whatever on profits. On the contrary, a rise of wages 
from the circumstance of the labourer being more liberally rewarded, 
or from a difficulty of procuring the necessaries on which wages are 
expended, does not [except in some inatancei>] produce the effect of 
raising price, but has a great effect in lowering profits. In the one 
case, no greater proportion of the annual labour of the country is 
devoted to the support of the labourers ; in the other case, a larger 
portion is so devoted/ * 

Rent is here left out of account altogether, and the 
profits ' mentioned are reaUy nothing but the rate of profit 
or ratio between interest and principal, so that there is no 
reason for taking ' wages ' in anything but the ordinary senso 
of wages per capita, and, as we have just sliowTi, variations in 
the proportion of the whole produce falling to wages will 
really coincide with variations in ' the quantity of labour 
employed in producing' wages per capita. If a quarter of 
the produce goes to wages in the aggregate, a quarter of both 
the total and the po* capita labour expended must be em- 
ployed in producing wages, and so on. 

It may probably be said, then, that Ricardo was led into 
his dictum that variations of rent and profits should be taken 
to mean variations in the proportions of the whole produce 
falling to rent and profits sin:iply by a false analogy arising 
from the ambiguity of the word ' wages/ He saw that the 

* Ut ed. pp. 43. 44 ; 3d ed. in Worht p. 31. The wortts in bracketa %n 
In the third, bat not in th« 5rftt aud suoond editions. 
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proportion &lling to * wages ' would vary with the quantity 
of labour employed in producing 'wages/ but ho failed to 
notice that these lost 'wages' are wages per capita, and not 
wages in the sense appropriate to the equation, Produce=3 
Wages-h Profits -f Rent He therefore hastily and rashly 
concluded that the proportions of produce falling to profits 
and rent would vary with the quantity of labour employed 
in producing them, that is to say, with what he chose to call 
their ' value/ 

Now it is to the question of the value of things that 
Ricardo's book primarily addresses itself, and the consequence 
of the 'value/ as he detines the word, of profits and rent not 
varying vnth the proportions of the whole produce falling to 
proHts and rent is that his book would not have dealt with 
the proportions in which the whole income of the community 
is divided between Labour, Capital, and Land, even if he had 
always adhered to his definition of the value of the three 
shares. If, however, he had adhered to that definition, his 
book, in treating of the variations in the value of wages 
per capita, would also necessarily have treated of variations 
in the proportion of the whole produce which fialls to total 
wages. 

As a matter of fact, however, he did not adhere to his 
definition of the value of rent, profits, and wages. If the 
value of rent, wages, and profits is to be estimated by the 
quantity of labour employed in producing them, and if money 
is to be supposed, as Ricardo supposes it for the purpose of 
his inquiry,* to be invariable in value, we should certainly be 
justified in expecting the rent+wages+profits produced by 
20 average labourers to be worth exactly twice as much 
' money ' as the rent+ wages + profits produced by 10 average 
labourers, and so on. But in Ricardo's examples of the pro- 
gress of cultivation, the com produced when 10 men only are 
employed is worth £4 x 180 = £720, the corn produced whea 
20 men are employed is worth }|g of £4 x (180-1- 170) » 
£1482^, and the corn produced when 30 men are employed 
is worth US of £4x(180+1704-ie0) = £2295. Instead of 
doubling the money value of the whole produce — wages -f- 
profits-l-rent — when twice the number of men are employed, 

» 3-1 ed. in Work*, pp. 29, 3a 
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RicRTdo doubles the money value of the produce-minu*- 
rent, that is, the money value of wages + profits only, and adds 
an additional amount of value for rent, which value is un- 
accounted for by the increase of labour. Instead of the whole 
produce of ten avenge men's labour always remaining of the 
same value, it is only the profits+w^os produced by ten 
average men's labour which remains always of the same value 
— in Kicardo's example, £720. Consequently the variations 
in the value of per capita wages, estimated in the invariable 
standard of value, do not correspond with variations in the 
proportion of the wholo produce which falls to wBges. In- 
stead of this they correspond with variations in the produce- 
•mimts-TGnt which falls to wages. A rise in the 'value' 
of wages or a rise of * money wages ' or of the ' price of labour ' 
does not necessarily mean that rent+protits will receive a 
smaller proportion of the produce, but only that wages will 
receive a larger, and profits consequently a smaller proportion 
of that part of the produce which remains after rent is de- 
ducted. The following table, constructed from the exaniple 
which Ricardo gives in his chapters on Rent^ Wages, and 
Profits,* may serve to make this clear : — 















HoDty 


ProporUim or wboli 




Valofl of 








Number 


produce bUlDg to 


pAriod. 


toul 
pmduH, 


BaDU 


Proflu. 


WigM. 


or men 
employ ed. 


W&ffM 

per 










I. 




Non«. 










Rent 


FniBU 


Wa^M. 


£720 


£4H0 


£240 


10 


£24 


NIL 


•66 


•333 


n. 


£1482I^ 


£42A 


£94.Mf 


£494A 


20 


£2411 


■028 


•638 


■333 


III. 


£2296 


£135 


£139.1 


£765 


30 


£25i 


•058 


•607 


•333 


IV. 


£3168 


£288 


£18*J4 


£1050 


40 


£26f 


•090 


•576 


333 


V. 


£41141 


£6141 


£'2228^ 


£13711 


60 


£27? 


•126 


•541 


•,H33 



It will be seen that in the series of figures with which 
Ricardo illustrated his arguments, wages per mim, estimated 
in the invariable standard, money, gradually rise from £24 to 
£27?, while the proportion of the whole produce falling to 
wages remains constant at one-third or 33s V^^ <^<^Qt. 

Nevertheless, if variations in Ricardo's money wages per 

> 8w wpecUaiy Ist ed. pp. 76, lOO. 126. 127 : 3d ed. in Works, pp. 44, 
66| 56, 04. The oorrect fractious of a pound are substituted for Kicardo*! 
inaoourate shUlings aud peace. 
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capita rariiapoDi! vith rsriaCkiM in the propoctiott ci 
duoe-^ntnii^-nafc which faDs to wigea, it is worth whfle 
inqoire bow be nppoaed these mooej wtgw to be 
mmed, oiiice if we know what detennineB tbe dltmi 
prodooe-fi » » m n im t into wages and pfofits we haws 
to find out what determines the dirision of the whole 
between not eo tbe one aide and wages + profits an 
other in order to eomplete the inqniiy into what 
the division of tbe whole prodoce between the three sharea. 
Bkaido's doetrine as to what detennines money wagea 
how ev er , been anticipated to some extent in the 
rariations of per capita wsges^^ In showing how he 
real wages to be nnafiBfit.ed bj a nse in tbe pnoe of 
commodities oonsomed bj the kbonr^B, it was 
aaj that he held that when the price of these 
rises, money wages rise sofBciently to enable the laboorar 
bay as much, or almost as much, as belora 'Tlie 
price of iaboor/ by which, of coarse, he means the mt 
price, money wages and not real wages. ' depends,' he says 
tbe beginning of the chapter on Wages^ ' on tb^ priee d[ 
food, noccesaries, and conveniences required for the su] 
of the labourer and his ikmily. With a rise in the price 
food and necessaries, the natural price of labour will rise] 
with the fall in their price, the natural price of labour will 
falL'' A little further on, when he has lost sght of lua 
'market' and 'natural' wages, be Bays 'wi^es/ mf 
money wages, ' are subject to a rise or fall from two causes :- 

' Ist. The supply and demand of labourers. 

' 2diy. The price of the commodities on which the 
of labour are expended.' ' 

The first cause, of course, aifects real wages as well as 
money wages, the second afiects money wages only, Ricardo's 
meaning evidently being that, given a certain price of the 
eommodities, money wages will be determined by the supply 
and demand of labourers, and that, ^vea a certain supply and 
demand of labourers, money wages will be determined by the 
price of the commodities. Substituting the proportion of 

> Abore, pp. 242. '243, 245-257. 

■ Irt ed. pp. »0, 91 ; 34 ed- in Worh, p. WX 

• Uted. p. 97; 3d «d. in Workt, p. 58. 
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the produce-mintts-rent falling to wages for the equivalent 
term, 'money wages/ we find then that the proportions 
in which produce-mintw-rent is divided between wages 
and profits are determined by the demand and supply of 
labourers when a certain price of commodities is given, and 
by the price of the commodities consimied by the labourers 
when a certain demand and supply of labourers is given. 
This is the doctrine itself. The corollary which Ricardo 
deduced from it was that in the progress of society money 
wages or the proportion of produce-'ininus-Tent which falls 
to wages have a tendency to increasa In the Essay on the 
Influence of a Low Price of Com, he said that ' the rise or 
fall of wages/ meaning real wages, ' is common to all states of 
society/ and that ' capital and population alternately take the 
lead,' so that ' nothing can be positively laid down respecting 
profits, as far as wages are concerned/ ^ He therefore took it 
for granted that the assumption which he makes explicitly 
at the beginning of the Essay, namely, that ' the real wages 
of labour continue unifonuly the same/' corresponded with 
the actual facts when the average of a considerable length of 
time is taken. Having thus eliminated variations of real 
wages from the problem, and having assumed that, given 
certain real wages, money wages will vary with the price of 
the commodities on which thoy are expended, he was free 
to argue, as he does, that in ' the progress of wealth/ which 
raises the price of these commodities, there will be a ' general 
rise of wages/ ' meaning, of course, money wages. But in the 
Principles he not only says that ' as population increases * the 
necessaries consumed by the labourer ' will be constantly 
rising in price/ but also ' in the natural advance of society 
the wages of labour will have a tendency to fall, as far as they 
are regulated by supply and demand/^ He might therefore, 
if he had imderstood the word tendency in the sense after- 
wards sometimes attributed to it, have said that money 
wages have a tendency to fall in consequence of the supply 
exceeding the demand, and also a tendency to rise in conse- 
quence of the price of necessaries constantly rising, and havo 
left the matter there. But he had not been converted to the 

> Worh, p. 379. * /6trf., p. 372. « Ihid., p. 377- 

* lit ea. ppw 102, 103; 3d ed. in Works, p. M. 
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belief that variations of real wages are of an importance in 
any way comparable with variations in the price of neces- 
saries. So, after explaining his proposition that ' wages will 
havo a tendency to fall 8o f ar as they are regulated by supply 
and demand,' he proceeds — 

' I say that, under these circumstaiices, wages would fall if they 
were regulated only by the BUpply and demand of labourers; but we 
must not forget that wages are alao regulated by the prices of the 
commodities on which they are expended. 

'Ab population increaseB^ these necessaries will be constantly 
rising in price, because more labour will bo nece^Mury to produce 
them. If, then, the money wages of labour should fall, whilst every 
commodity on which the wages of labour were expended rose, the 
labourer would be doubly affected, and would be soon totally deprived 
of subsistence. Instead, therefore, of the money wages of labour 
falling they would rise ; but they would not rise sufficiently to enable 
the labourer to purchase as many comforts and necessariea as he did 
before the rise in the price of these commoditios. If his annual 
wages were before £24, or six quarters of com when the prico was 
£i per quarter, he would probably receive only the value of five 
quarters when com rose to £5 per quarter. But five quarters would 
costX25 ; he would therefore receive an addition in his money wages, 
though with that addition he would be unable to furnish himself 
with the same quantity of com which he bad before consumed in his 
family.' ^ 

In this example the increase of money wages is brought 
about by supposing the decrease of com wages caused by the 
* tendency to fall ' to be in the proportion of 6 to 5, while the 
increase in the price of com is in the larger proportion of 
4 to 5. If Ricardo had happened to think it 'probable* 
that the labourer would receive only the value of 44 quarters 
of com when com rose to £5 per quarter, money wages would 
have remained at £24. As he always thought the rise in the 
price of necessaries the more powerful factor, he believed that 
in the natural advance of society money wages are constantly 
rising, and therefore that wages receive a larger and profits 
a smaller proportion of that part of the produce which is 
divided between them. In the chapter on Profits this is 
illustrated by the arithmetical example already quoted, in 

Mrt cd. pp. 103, 1<H ; Sd ed. in (K^risf, pp. 54, S6. 
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which ten men's labour always produces £720 for profits-piiw- 
wages, or produco-TTimiw-rent. Whenever wages take a 
larger proportion of this sum, in consequence of the ' rise of 
wages produced by the rise of necessaries,' * a less propor- 
tion of it is left for profits. Ricardo even considers it worthy 
of mention that the proportion falling to wages may increase 
so rapidly as to actually diminish the aggr^ate absolute 
amount of profits reckoned in money : — 

' It/ he says, after giving some hypothetical figures, ' the capital 
employed fvere so large as to yield a hundred thousand times X720,^ or 
£72,000.000, the aggregate of profito would be £48,000,000 when 
wheat was at £4 per quarter ; and if by employing a larger capital,^ 
105,000 times £720 were obtained when wheat was at £6, or 
£75,600,000, profits would actuaUy fall from £48,000,000 to 
£44,100,000, or 105,000 times £420, and wages would rise from 
£24,000,000 to £31,600,000.' * 

The conclusion is that 

'Although a greater value ia produced, a greater proportion of 
what remains of that value, after paying rent, ia consumed by the 
producers, and it is this, and this alone, which regulates profits. 
Whilst the land yields abundantly, wages may temporarily rise, and 
the producers may consume more than their accustomed proportion ; 
but the stimulus which will thus be given to population will speedily 
reduce the labourers to their usual cuusumptiun. But when poor 
lands are taken into cultivation, or when more capital and labour are 
expended en the old land, with a lees return of produce, the effect 
mnst be permanent. A greater proportion uf that part of the produce 
which remains to be divided, after paying rent, between the owners 
of stock and the labourers, will be apportioned to the latter. Each 
man may, and probably will, have a less absolute quantity ; but as 
more labourers are employed in proportion to the whole produce 
retained by the farmer, the value of a greater projiortiou of the 
whole produce will be absorbed by wages, and consequently the value 

> Above, p. 263, note 2. 

' That ii to say, if tho capital were largo enoagh to employ 100,000 tiuoa 
ten mon, or one million men. 

' That IB, a capital large enough to employ 1. 050.000 men. 

* lat ed. p. HI ; 3d ed. in Worh, p. 69. According to Uicardo's scale, 
when wheat waa at £6 the money wmgea of the labourer would be £18 to allow 
him to buy his three qnartorB of corn, and £12 for other thin^fs — in all £30, 
■o that the wagoi of 1,050,000 men would be. aa he saya, £.*Jl. J00,000» 
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of a smaller proportion will be devoted to profita. This will neces- 
Bariiy be rendered permanent by the laws of oature, which hav« 
limited the productive powers of the land,' ^ 

With regard to the causes which dotermino the propor- 
tions in which the whole produce Is divided into rent on the 
one hand, and wa^es-p^u^-profits on the other, Bicardo has 
really nothing to say. At the end of the chapter on Kent 
he remarks : — 

* In speaking of the rent of the landlord, we have rather con- 
sidered it as the proportion of the whole produce, withoat any refc 
enoe to its exchangeable valne ; but since the same cause, 
difficulty of production, raises the exchangeable value of raw produ< 
and raises also the proportion of raw produce paid to the landlord for 
rent^ it is obvious that the landlord is doubly benefited by difHcolty 
of production. First, he obtains a greater share, and secondly, the 
commodity in which he is jiaid is of greater value.' ' 

Then in a footnote he endeavours * to make this obvious, 
and to show the degrees in which corn and money rent will 
vary.* He supposes ' that the labour of ten men will, on land 
of a certain quality, obtain 180 quarters of wheat,' and pro- 
duces a row of figures showing that as the price of whi 
rises in consequence of difficulty of production, the money 
rent paid by the fai-mer employing these ten men will rise 
faster than the com rent. So when he says that he hi 
rather considered rent as the proportion of the whole produce, 
all he means is that he has hitherto been reckoning the rent 
in com rather than in money. It is not true, for he has Just 
been discussimr the effects of his second class of improve- 
ments on money rent, but the passage in which he does 
is a clumsy insertion, probably written after the last para- 
graph. In any case, there is not the slightest ground for 
asserting that Ricardo had considered rent as a proportion of 
the whole produce in the proper meaning of the word pro- 
portion. Throughout the chapter he had considered it as an 
absolute amount either of corn or money, and even if we 
supposed that the proportion of produce falling to rent varies 
with the absolute quantity of labour required to produce it» 

> Irt ed. pp. Ul. 142 ; Sd ed. in Workt, p. 70. 

• 1st ed. pp. 75, 76; 3d ed. in Wt>rt% p. 44, reading 'the prodaoe 

obtained with a givAXi capiULl ou uiy given fami.' 



§ 1.] PHOPORTION'AL WAGES, PROFITS, AND RENTS 353 



I 



which we have shown not to be the case,^ an increase m the 
abaohjte amount of money i^aid in rent would not necessarily 
coincide with an increase in the proportion of the produce 
falling to rent^ No additional knowledge can be gained 
from the note at the end of the chapter. It is, indeed, the 
case that in the arithmetical example the rent becomes a 
larger proportion, as well as a larger amount, as the difficulty 
of production increases. The first ten men are supposed to 
produce 180 quarters, the second ten men 170, the third ton 
men 160, and so on in this progression ; so that when twenty 
men are employed, rent will take 10 quarters out of a total 
produce of 350 quarters ; and when thirty men are employed 
rent will take 30 quarters out of a total produce of 510. 
Rent thus becomes ^ instead of only ^ of the produce. But 
this is a mere accident of the figures,* and Ricardo does not 
work out the fractions or percentages, or draw attention to 
the matter in any way. 

To sum up Ricardo's ideas on the subject of the proportions 
in which the whole produce of the coimtry is divided between 
rent, wages, and profits, we may say that he seems to have 
imagined that rent takes a larger proportion in the ' progress 
of sociely,' so that a smaller proportion is left for wages and 
profits taken together, and he teaches plainly that wages 
become a larger and profits a smaller proportion of what is 
left for the two together. Consequently his belief seems to 
have been that the proportion of the whole produce falling to 
rent and the proportion falling to wages increase., while the 
proportion falling to profits decreasea For the belief that 
rent becomes a larger proportion he had no grounds except 
possibly the fact that it happened to do so in certain arbi- 
trarily chosen arithmetical examples. For the theory that 

^ Above, pp. 342-346. 

* If the third ten men produced 168 qnarten instead of 100, u Ricardo 
luppom, the reut whea 30 men are employed would be ISO- 168+170 — 
163 = 12 + 2 = 14, which i« -^ot the whole produce, oa against iV whea onlj 
20 men were employed ; but in spite of this diminution in the proportion of 
produce falling to rent, money rent would rise. The price of com on 
Ricardo's assumptions would be ill of £4 per quarter as against ff| of £4 
when only 20 men were employed. The money rent would consequently 
be Ht of 14 X £4= £60, instead of £42^. (Ricardo's £42, 7b. 6d. u an arith- 
metical blunder.) 

* This is shuwn by the example in the note •bo?e. 
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wages become a larger proportion of what is left after do- 
ducting rent, he depended on the old and erroneous belief 
that wages rise with a rise in the price of necessaries, and 
on his Btill more erroneous belief that the returns to agri- 
cultural industry diminish in the progress of society. 

No great certainty has yet been attained on the point, 
but the probability is that exactly tbe opposite of what 
Ricardo taught is true — namely, that rent and wages take 
decreased proportions of the whole produce, and profits an 
increased proportion. 

James Mill opens his chapter on Distribution with a 
statement that ' the whole of the annual produce of the 
country' is divided between labourers and capitalists and 
landlords, and then remarks, ' when the parties are deter- 
mined among whom the whole of the produce Ls distri- 
buted, it remains to ascertain by what laws the proportions 
are established according to which the division is mada'* 
After this we should certainly expect him to deal with the 
proportions in which the produce is divided between rent, 
profits, and wages. But ho seems to have been using the 
word ' proportions ' in a very loose sense, and his exposition 
of distribution is in reohty concerned in the main with 
absolute amount of rent per acre and wages per head, and 
with the rate of profit. It is only here and there that we 
find anything bearing on the question of proportions. With 
regard to the proportion of the produce which falls to rent ho 
has nothing to say. Rent is, he says, * something altogether 
extraneous to what may be considered as the return to the 
productive operations of capital and labour,' 'and therefore 
he only treats of the proportions in which produce-miTiw^- 
rent or profits -f wages is divided between wages and profits. 
When he comes ' to the question as to what determines the 
shore of the labourer, or the proportion in which the com- 
modity or commodity's worth is divided between him and the 
capitalist,' ho says : — 

'Let us begin by suppaiing that there is any' number of capi- 
talists with a certain quantity of food, raw material, and instruments 

1 EhTtunis, 1st ed. pp. 11, 12 ; Sd ed. pp. 27, 28 ; 3d e<I. pp. 27, 28. 
« /?>irf., Ut ftd. p. 54 ; 2d cd. p. 70 ; 3d od. p. 6S. 
> Id 2d and 3d wis. ' a oertain.* 
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or machinery ; that there is also a certain numher of bibourera ; and 
that the proportion in which the commoditiea produced is ^ divided 
between them hoA fixed itself at somo particukir point "-^ 

Thon assuming, after the manner of his generation, that 
'wages per head de{>end on the proportion between labourers 
and capital, he shows that ' wages * — that is, wages per head — 
'decline* if the labourers increase without any increase of 
capital. Apparently it does not strike him that variations of 
absolute wages per head are not necessarily coincident with 
variations in the proportion of the produce falling to wages. 
In the section on Wages he lias nothing more to say about 
the proportion falling to wages, and yet early ui the section 
on Profits, in the first and second editions, he remarks com- 
placently : * We have seen that the proportion of the shares 
between the capitalist and labourer depends upon the re- 
lative abimdance of population and capital.'^ As ho teaches 
that ' capital has a less tendency than population to increase 
rapidly,' * wo should in consequence naturally expect him to 
believe that the proportion which falls to wages must de- 
crease, or at any rate not increase, in the progress of 
society, but at the very end of his discussion of Distribu- 
tion he introduces, without warning, a new kind of ' wages/ 
evidently suggested by Ricardo's money wages. This kind 
of wages increases, though tho ordinary kind falls. When 
the price of corn rises owing to diniiuishiug returns, 

' tho cost of maintaining labour is increased. A certain quantity of 
the nocoasariea of life mnst be consumed by the labourer, whether 
they cost little or much. When they coat more than tliey did before 
Ms labour costs more thnn it did before; though the quantity of 
commodities which he consumer may remain precijiely the same. Hia 
wages, therefore, must be considered as rising, though his, real reward 
may not be increased.' ^ 

In tho third edition ho omitted this passage, and sub- 
stituted the word • regulation ' ^ for ' proportion/ in the 

^ lo 3d and 3d odB. 'are.* 

* Memtntji, Ist od. pp. 25, 26 ; 2d ed. p. 42 ; 3d ed. p. 4& 
> ibid., Ist od. p. 57; 2d ed. p. 72. 

• Above, p. 9BI, 

■ KtemtnU, ist ed. p. 61 ; 2d ed. p. 79. > 3d ed. p. 71. 
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proposition that ' the proportion of the shares between 
capitalist and labourer depon<ls upon the relative abundance 
of population and capital' 

M'Culloch, like James Mill, looked on rent as somehow 
outside the pale within which the economist moves. It is^ 
he 8a3r8, ' altogether extrinsic to the cost of production/ appa- 
rently l>ecause ' the circumstance of the landlords' consenting 
to give it up would not occasion any change in the produc- 
tiveness of industr}', or any reduction in the price of raw 
produce/ ' So he does not consider the proportions in which 
the whole produce is divided between rent, wa^os, and profits, 
but only ' the proportion in which the whole produce of 
industry under deduction of rent is divided between labourers 
and capitalista* * For Ricardo's ' money wages ' (money being 
invariable in 'value *) he substitutes the more suggestive term 
' proportional wages/ ^ which, as Malthus remarked, is a dis- 
tinct improvement* It is perfectly obvious to him, and he 
explains it moro plainly than Ricardo or James Mill, that if 
these wages rise, that is, if each average labourer gets a larger 
proportion of that part of the produce of his labour which is 
divided between him and the capitalist who employs him, all 
the laboiirers will get a larger proportion of that part of the 
whole produce which is divided between them and the capi- 
talists, and a smaller proportion of that part of the produce 
will be left for the capitalists.'^ Diminishing returns to agri- 
cultural industry will, ho says, raise proix)rtional wages, 
because 

'it is utterly impossible to go on increasing the cost of raw 
produce, the principal part of the aubsiatence of the labourer, by 
taking inferior land into cultivation, without also increasing hia 
wnge8. A Ti&Q uf wagea is seldom indeed exactly coincident with a rise 
ill the price of necessaries, but they can never bo very far separated. 
The price of the necessaries of life is, in fiict, the cost of producing 
labour. The hibourer cannot work if he is not supplied with the 
means of subsistence — and although a certain i>criod, of varying extent, 
according to the circumstances of the country at the time, must 
generally elapse, when neccdsuriea are rising in price, before wages 



• /ftirf., pp. 327. 3(il.362, 



» Principl^a, pp. 364, 36.5. 
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are propurtionally augmented, such an augmentation muat certainly 
be brought about in the end.' ^ 

He does not attempt to explain the steps of the process 
by which the augmentation is brought about. 

On this question, aa on many others, Senior bcg'ms by 
exciting great hopes of a clear exposition, and then naiserably 
disappoints these liopes : — 

* Having given/ he aays, *a general outline of the three great 
clanaea among whom all tliat is produced is distributed, and of the 
general laws which regulate the comparative value of different pro- 
ducts, we now proceed to ctmsider the general laws which regulate 
the proportions in which landlords, cspitalists, and labourers share iu 
the general distribution, or in other words, whicli regulate the pro- 
portions which rent, profit, and wages bear to one another.'^ 

Imniodiately afterwards he has two chapters or sections 
headed * Causes on which the proportionate amount of rent 
depends/^ and 'Proportionate amounts of profit and wages.'* 
The first of these tells us nothing whatever about the nmtter, 
except that 'the amount' — not even the "proportionate 
amount ' — of rent 

'is subject to no general rule; it has neither a minimum nor a 
maximum. It depends on the degree in which nature has endowed 
certain instruments with peculiar pmductive powers, and the number 
of those instruments, compared with the number and wealth of the 
persons able and willing to hire them/ 

The second chapter tells us absolutely nothing about the 
•proportionate amounts of profit and wages.' The whole 
question, however, recurs imdcr the heading of ' Causes which 
divert labour from the production of commodities for the u.se 
of labouring families.* ' Labour/ Senior says, * instead of 
being employed in the production of wages, may be 
employed in the production of rent, taxation, or profit.'* 
and the proportion of the whole labour devoted to the 
production of each share may be taken to be the same as the 
proportion of the whole ]troduce falling to each share. But 
taxation may be regarded as a 'mode of expenditure/ and 
rent as 'something extrinsic/ so that all that remains is to 

' PrindpteM, pp, 379, 380. * l*Oitiicai Scowmy, 8vo ed. p. 128. 

■ Ibid., p. 13G. • Ibid,, p. l;i9. * Ibid., p. 180. 
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consider 'what decides the proportion of the shares' ot 
labcmrerR and capitalists: — 

'The facts whicli decide in what proportions the cftpiUIiiit and 
Libouror aliare the cotumou fund appear to be two : first, the general 
rate of prolit in the country on the advance of capital for a givea 
period ; and secondly, the period which in each particular case 
elapsed between the advance of the capital and the receipt of the 
profit.* » 

Senior arrives at this curious result by dint of treatinfi^ the 
capital on which profit is obtiuned as if it consisted entirely 
of wago-fund, a sum periodically 'advanced' in pa}nnent 
of wages. If tliis were the case, what he says is so obviously 
tme, that it is curious that he considered it necessary to 
spoml many pap^es in pro\'ing it If the wage fund x is 
advanced for a year, and the rate of prolit is 10 per cent per 
annum, the ' common Amd * to be divided annually will be 
eipial to X + ,V. ^nd the labourers will receive }? of the 
whole, and the capitalists iV- ^^ '^® vfBJge fund x were 
advanced for only one-twelfth of a year, and the rate of profit 
was still 10 per cent, the * common fund * to be divided 
monthly would be x + (,V a; x ^), and the labourera 
would got i4y of the whole. If the wage-fund were ad- 
vanced for a year, and the rate of profit were 20 per cent 
per annum, the * common fund' to be divided annually 
would be a: + \x, and the labourers would receive J of th< 
whole produce. In the course of his argument, Senior hap- 
pened to give an arithmetical example. In which an addition 
to fixed capital causes a larger proportion of the produce to 
£all to profits, and a smaller to wages,* but even this did not 
suggest to him that his theory was unsatisfactory. Yet it ii 
ob-vious that as soon as the profit on capital other than wage- 
fund is taken Into account, his proposition becomes mean- 
ingless. 

J. S. Mill tells us nothing about the proportions in which 
the Avhole produce is divided between rout, wages, and profit. 
About the proportions in which produce-mmiw-rent is divided 
between profits and wages, he does say something, but as he 
proceeds on the assumption that the rate of profit and the 
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capitalists' proportion of the produco arc the samo thing, wo 
have already dealt with his teachings on this subject in 
dealing with variations of proHts per cent.' He probably 
agreed with Ricardo in believing that in the progress of 
society rent and wages receive a larger, and pro6ts a smaller 
proportion of the whole produce. 



§ 2. DiatrihxUion of Wages among Workers, 

Supposing the causes which determine average wages to 
bo known, it will clearly be of tho greatest importance to 
know how the total income derived from labour is divided 
between the various workers. Why does one worker get 
more and another less than the average ? The chief cause 
of dit)erence is obviously the dilTercnce in industry and 
capacity. Tho lazy man and the fool will not generally earn 
as much as the industrious and the intelligent. Upon so 
obvious a fact economists have not thought it necessary to 
waste their time. More obscure are the causes of difi'orences 
of earnings between persons of equal industry, and so far 
as is known, equal original capacity, when engiiged in 
diflerent occupations, 

fhe formal contention of Adam Smith's celebrated chapter 
*0f_wage8 and profit in the different employments of labour 
and stock,* is that where there is 'perfect liberty' the 
differences in the wages earned by equal amounts of labour 
and the differences in the profits gained by equal amounts 
of stock are caused by tho fact that employments have 
other advantages and dLsadvantages besides the income 
obtained by them, and that it is the whole advantageousness 
of dilibront employments, not the income obtained from 
them, that any one would naturally expect to bo cqunJ : — 

' Tho whole of the advantages and disadvant&g&s of the dtflferent 
employmenta of labour and stock/ he aaya, 'znuBt, in the same 
neighbourhood, be either perfectly equal or continually tending to 
equalitj. If, in the aame neighbourhood, there was any employment 
evidently either more or less advantageooa than the rest, so many 
people would crowd into it in the one ca60| and so many would desert 

1 Above, pp. ;<^8-309. 
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it in the other, that its adrantftges wonld soon return to the level of 
other employments. This at least would be the case in a society 
•where things were left to follow their natural course, where there was 
perfect liberty, and where every man was perfectly free both to 
ehooae what occupation he thought proper, and to change it as often 
as he thought proper. Erery man's interest would prompt him to 
seek the advantageous, and to shun the disadTontogeous employ- 
ment'^ 

Apart from differences of wages and profit caused by ' the 
policy of Europe, which nowhere leaves things at perfect 
liberty/ he says, the difference of pecuniary wages and profit 
obtained in different employments of labour and stock arises 
'from certain circumstances in the employments themselves, 
which either really, or at least in. the imaginations of men, 
make up for a small pecuniary gain in some, and counter- 
balance a great one in others.' Of these, the five principal 
are, he says, so far as he has been able to observe: (1) the 
different agreeablonoss of different employments, (2) the dif- 
ferent cost of preparing persons to pursue them, (3) the 
different constancy of employment in them, (4) the different 
amount of trustworthiness required in them, and (5) the 
different probability of success in them, 

Interest in the examples with which Adam Smith illus- 
trates these five circumstances has often blinded readers to 
his entire fuihire to show that 'perfect liberty* causes the 
whole advantages and disadvantages of the different employ- 
ments to be either equal or continually tending to equality. 
His fourth circumstance/ the small or groat trust which must 
be reposed in those who exercise ' the different employments 
obviously has no business to be where he places it. It is no 
disadvantage to a man to have trust reposed in him, and 
Adam Smith makes no attempt to show that it is. He simply 
says that goldsmiths and jewellers earn high wages *on 
account of the precious materials with which they are in- 
trusted,' and that 

'We trust nur health to the physician; our fortune, and some* 
times our life and reputation to the lawyer and attorney. Sad 
confidence could not sufcly be reposed in people of a very mean or^ 

* Bk. z. ohap. x. p. 45 a. 
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low conrlition. Their reward must be such, therefore, as may give 
them that rank in the society which so important a trust reqairea.* ^ 

It is impossible to soe any force in the ' must.' In several 
other cases in the course of the chapter, Adam Smith uses 
the same word, but in those cases he obviously has in his 
laind the idea of the opening paragraph of the chapter, that 
' if in the same neighbourhood there was any employment, 
evidently either more or less advantageous than the rest, so 
many people would crowd into it in the one case, and so many 
would desert it in the other, that its advanta*,'cs would soon 
return to the level of other employments.* But that idea is 
quite inapplicable here. According to it, the advantages oF 
being a goldsmith or jeweller would soon be reduced by 
competition, and so many people would become physicians 
and attorneys that they would cease to obtain ' that rank hi 
the society which so important a trust requires.' 

Adam Smith's inclusion of this 'circumstance' thus 
practically amounts to an admission that ' perfect freedom ' 
to choose an occupation would not necessarily produce 
equality of advantages and disadvantages in all the different 
employments. That this ' perfect freedom ' does not produce 
equality of advantages and disadvantages, is known as a 
matter of fact to every one. We have attained in these days 
to almost perfect freedom in Adam Smith's sense of the words, 
^th regard to competition in different employments, and 
yet wo have not nearly attained to equality of advantages 
and disadvantages. Doubtless a man, whenever he has the 
choice, will prefer an occupation which is agreeable, easy to 
learn, and regular, and which offers a chance of obtaining 
great prizes, to one which is disagreeable, difficult to learn 
and irregular, and which offers no great prices. But it does 
not follow, as a matter of fact, that pecuniary earnings only 
differ sufficiently to counterbalance the diti'erences between 
the other advantages of the different occupations. Adam 
Smith s ays that i f a long and expensive^di^ation or training 
was not^lookod upon by parents aa a good investment for 
their sons^Jt would not be given^ but this does not prove 

that the earnin gs of those who hnvn TaooAVOJ^ ^^ trnining- 
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only exceed the earnings of others by an amount necessary to 
replace the sum expended on their Lraijiing^ together with th© 
ordinary profits. That the excess is more than this, is 
suggested in Adam Smith's own proposition that it must be 
expected to replace the surn expended together with ' at least' 
the ordinary profits of an equally valuable c^itaL^ If tbo 
excess wore only just a fair return on the capital expended, 
wo should sometimes find parents in doubt whether to make 
the investment or not, and sometimes find parents who 
deliberately thought better not to make the investment. 
But no one ever did hear of a parent who, having the power 
and the will to lay by a few hundred pounds for the benefit 
of his son, deliberately invested the amount in accumulative 
consols for him, and made him a bricklayer's labourer instead 
of us'mg it to get him into some better paid employment. 

Ricardo mentions the subject of diflferences of wages in 
different employments only in order to say that the fact that 
some kinds of labour are 'more valuable' than others 'needs 
scarcely to be attended to ' in comparing ' the value of the 
same commodity at different periods of time/ since 'it 
operates equally at both periods':* — 

' In speaking/ he says, ' of labour as being the foundation of all 
value, and the relative quantity of labour as detormining the relative 
value of commodities, I must not be supposed to be inattentive to 
tho different qualities of labour and the difficulty of comparing an 
hour's, or a day's labour, in one omploymont with the same duration 
of labour in another. The estimation in which difftfrent qualities of 
labour are held comes soon to be adjust^ in the market with sufficient 
precision for all practical purposes, and depends much on the com- 
parative skill of the labourer and intensity of the labour performed. 
The scale, when once formed, is liable to little variation. If a day's 
labour of a working jeweller be more valuable than a day's labour of 
a common labourer, it has long ago been adjusted and placed in its 
proper position in the scale of value/ ^ 

Tho meaning of this appears to be that, somenow or other, 
there is more labour in a day's labour in the bettor paid 
employments than in the worse paid This is the only inter- 
pretation which will retain labour as ' the foundation of all 

> P. 46 a. * Prineiplu, Ut cd. p. 13 ; 3d ed. la Worl«, p. 15 

> lOid,, 1st wl pp. 12, 13 ; 3d ed. iu WtnU, pp. 14, 16. 
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value/ and it Is confinned by the tact that Ricordo quotes, in 
a footnote, a passage from Adam Smith in which occurs the 
sentence, ' There may be more labour in an hour's hard work 
than in two hours' eusy business; or in an hour's application 
to a tnulo which it costs ton years' labour to learn, than in a 
mouth's industry at an ordinary and obvious employment.'* 
Doubtless there * inay bo,' but the question is rather '/» the 
labour which brings in ^1 a day eight times as much laboiur 
as the labour which brings in 28. 6d. ?* Ricardo's view, 
adopted by Mnrx,^ plays a part in the history of Socialism ; in 
the history of Economics it is not important. 

Malthas, in bis Political Economy, says that differences 
of wages *aro accounted f(»r in the easiest and most natural 
manner upon the principle of supply and demand' : — 

' Superior artists are paid high un account of the scanty supply 
of ttuoh skill, whother occaaioued by unuaual labour ur uncommon 
geuius, or botL Lawyers, as a body, are not well remunerated, 
[because the prevalence of other motives besides more gain crowds the 
profession with candidates, and the supply is not regulated by the 
cost of the education.'* 

He disapproves of Adam Smith's proposition that * if one 
species of labour requires an uncommon degree of dexterity 
and ingenuity, the eateevfi which men have for such talents 
will give a value to their produce superior to what would be 
due to the time employed about it' * 

James Mill, true to his principle of excluding, so far as 
[possible, everything of human interest from his work, tolls us 
nothing about the causes of differences of wages. M'Culloch, 
in the section which he inconsistently heads * Equality of the 
wages of labour in different employments,' ^ professes to show 
tat ' the discrepancies that actually obtain in the rate of 
'wages are all confined within certain limits — increasing or 
diminishing it ouly so far as may be necessary fully to 
equalise the unfavourable or favourable circumstances attend- 
ing any employment/" but ho does little more than quote 

* The puMge » in Wealth qf NationSf p. 14 a, Bk. I. oh. v. (not oh. x. m 
Bicanio iAya in all bla throe editions). 

« Seo Capitai (traniL by a Moore uid E. Aveltng, 1887), voL i. pp. 11, 12. 

* Pp. 244, 245. * Ftx)m Wtaiik qf Natiom, Bk. i. oh. vi, p. 22 o. 

* rhnci/iMM, p. 229. * IbitL, p. 230i 
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Adam Smith's five circumstances. Aa to trustworthiness he 
merely copies Adam Smith's words, and makes no comment 
and no attempt to show that trust Is a disadvantage which 
must be counterbalanced by high wages. Aa to the fifth 
circumstance — the probability or improbability of success in 
an employment — he fails to understand Adam Smith's 
position. Adam Smith said that if any employment were 
•evidently' more or loss adviuitageous than the rest, people 
would either crowd into it or shun it^ till its advantages 
returned to the ordinary level, and he put forward liis &vq 
circumstances as things ' which either really or at least in the 
imaginations of men/ counterbalance difierencos of pecuniary 
wagea He believed that the generally ill-grounded hope of 
obtaining the groat prizes of professions like the law or the 
army, was a circumstance which ' in the imaginations of men ' 
counterbalanced low pecuniary wages. M'Culloch having 
omitted the proviso, * either really or at least in the imagina- 
tions of men/ ought to have maintained that the real advan- 
tages of such professions are no less than the real advantages 
of other professions, but instead of doing so he follows Adam 
Smith in attempting to show that their real advantages are lees. 
Senior, who says that his ' remarks will be chiefly a com- 
mentary on those of Adam Smith/ 1 takes Adam Smith's five 
circumstances one by one, and makes a number of acute and 
interesting observations on their influence. He does not. how- 
ever, make any attempt to improve the general theory of the 
subject, Wakefield seems to have been quite right when he 
said, in \H\'i, that Adam Smith's chapter on difl'erences of 
wages and profits ' is allowed on all hands to be free from 
error, and to contain, even now, the only complete accoimt of 
the subject to which it relates.'^ Dissatisfaction was first 
expressed by J. S. Mill ; — 

' A well-kiiuwn and very popular chapter of Adam Smith/ he said 
in his first edition, * cuntaios the best ex]>ositiou yet given of this 
portion of the subject. I caunot iudeed tbiuk his treatment so 
complete and exhaustive oa it has sometimes been considered ; but as 
far as it goes his analysis is on the whole aaccosafuL'* 

* Pciitv-al Sccnnnnifj 8vo td. p. 200 

' In his edition of the WioUth <^f KtUion*^ ml. i. p. 328. 

' Prim^flUt Bk. u. ch. xIt. fi 1, voL i. p. i53. 
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In a later edition he altered *on the whole siiccessftil/ to 
the less favourable * tolerably successful.' * He accepts Adam 
Smith's views with regard to the first, thiri.iuid_fiubroI tUo 
five circumstances, but with regard to the other two — trust- 
worthiness and expense of training — he points out that there 
is a real inequality of all the advantages and disadvantages of 
the different oTiiploymentfi, T he sup erior wages earned i n 
. y)aition8 of trust are, ho Bay s, 

not ft compensation for disadvantages inherent in the employment, 
but an extra advantage ; a kind of monopoly price , the effect not of 
a legal, but of what has been termed a natural monopoly If all 
labourers were trustworthy, it would not be necessary to give extra 
pay to working goldsmiths on account of the trust. The degree of 
integrity required being supposed to be uncommon, those who can 
make it appear that they possess it are able to take advantage of the 
peculiarity, and obtain higher pay in proportion to its rarity.'' 

As regards the expense necessary in order to acquire pro- 
ficiency in a skilled employment, he says that Adam Smith's 
principles account for an excess of earnings in the skilled 
employment sufficient to repay the expense with interest, but 
for nothing more, whereas 

' there is a natural monopoly in favour of skilled labourers against 
the unskilled which makes the difference of reward exceed, some- 
times in a manifold proportion, what is sufticient merely to equalise 
their advantages. If unskilled labourers had it in their power to 
compete with skilled by merely talking the trouble of learning the 
trade, the difference of wages could not exceed what would compen- 
sate them for that trouble at the ordinary rate at which labtiur is 
remunerated. But the fact that a course of instruction is required of 
even a low degree of costliness, or that the labourer m\ist be main- 
tained for a considerable time from other sources, suffices everywhere 
to exclude the great body of the labouring people from the possibility 
of any such competition.' ' 

Competition is still more restricted, he adds, by the 
fact that into some employments, 'such as what are called 

> People*! ed. p. 233 a. 

* Principles^ Bk. n. chap. xiv. (2, Ut ed. vol. I. p. 459; People*! ed. 
p. 236 b. 

> P,id. let ed. vol. t pp. 460. 461 ; Poople'a ed. p. 237 a, reading ' might ' 
for 'coatd ' in liae 6. 
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the liberal professions/ * a person of what is considered too 
low a class of society is not easily admitted, and if admitted 
does not easily succeed.' 

'So complete, indeed,' ha concludes, 'has liitheito been the 
aeimiatioD, io atrongly marked the Line of demarcation, between the 
di0t:ront grades of labourers, ae to be almost equivalent to an heredi- 
tary distinction of caste.' ^ 

He expected these lines of demarcation to be broken 
tiirough in the near future, owing to * the changes/ which he 
looked on as ' now so rapidly taking place in usages and ideas/ 
and * the general relaxation of conventional barriers/ together 
with ' the increased facilities of education which already are, 
and will be in a much greater d^ree, brought within the 
reach of all' 



§ 3. Difttrihution of Profits a/mong Capitalisf'g, 

Tho proportions in which the total profits made in a 
country are divided among the various capitalists must 
obviously depend chiotiy on the proportions in which the 
total capital is divided among the various capitalists. With 
ordinary care and judgment, a mlUionaire will always make 
a larger income in an average year than a man whose capital 
is £100. The economista of our period, however, devoted 
little or no attention to the causes which deteniiine the dis- 
tribution of the capital of a country among its various holders. 
They made no com[>rehensive inquiry into the causes which 
lead to one man having £1.000,000 and another £100. Even 
J. S. Mill, when making drastic proposals for preventing the 
transmission of largo fortunes from the dead to tho living, 
oflered no generalisations as to the accretion and subdivision 
of these fortunes.' Consequently, the history of the theory of 
the distribution of profits among capitalists is practically 
confined to a history of generalisations about the causes 
which make equal capitals sometimd& yield diftbrent profits, 
even when both are managed with average skill and judgment 

» Principiat, 1st ed. voL I p. 462 ; People's ed. p. 238 a. 
9 Hid, Bk. 11. ch. il ^ 3, 4, Ut ed. vol. L pp. 258 'iOS; Peoplo'a cd* 
1^. 135140. 
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Adam Smith, in a passage which we have already had 
occasion to quote,^ asserts that free competition tends to 
equalise tbo real or supposed advantages and disadvantf^es of 
all the different employments of capital, as well as those of 
all the difi'oront employments of labour. But of the five cir- 
cumstances which cause equality of advantages in different 
employments of labour to be consistent with inequality of 
pecuniary earnings, he thinks only two have the same effect 
with regard to the employments of capital and pecuniary pro- 
fits. ' Of the five circumstances/ he says, ' which vary the 
w^es of labour, two only affect the profits of stock : the 
Bgreeableness or disagreeableness of the business, and the 
risk or security with which it is attended.* There is not 
much difference, ho adds, in the agreeableness of difl'orent 
employments of capital, and 'the ordinary profit of stock, 
though it rises with the risk, does not always seem to riso in 
proportion to it'* Consequently there is less difference 
between the average and ordinary rate of profit in the different 
employments of stock than there is between the average 
pecuniary wages of different kinds of labour. The enormous 
apparent difference in the rates of profit *is generally a 
deception, arising from our not always distinguishing what 
ought to be considered as wftgcs from what ought to be 
considered as profits.' He rather forj^ets this when he 
gives the high proiits of inn-keeping as an example of 
pecuniary profits being high in order to compensate for the 
disagreeableness of an employment of stock. It is surely the 
part of the inn-keeper's income which ' ought to bo considered 
as wages.' that is high in consequence of his being * exposed 
to tlie brutality of every drunkard.'* As to the fact, however, 
that the rate of profit wiil be somewhat higher in the employ- 
ments which rei{uire the capitalist to submit to some dis- 
agreeable or disgracofiil incidents there can l>e no doubt 
As to the effect of risk, Adam Smith held that in order to 

1 Above, pp. 369. 350. * Bk. i. ch&p. x. p. 00 fr 

• P. 46 a. Itis tlowbtfiiI,of course, whether 'in the imagination of m«D'& 
pnbHoMi'i btwicoM is a di»3gre«able and discreditable one, as ^dam Smith 
aupposad it to be. The supply of publicans is probably not so much diminiahed 
by the oxistebco of people who think the business disagreeable and discredit 
able, a« it Is increased by the existence of thoac who think it agreeable mad 
creditable^ 
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equallBa the advantages of different employments of stock. 
the average of profits in risky employmentfi should exceed 
the average in safer employments by some definite amoimt 
which he considered ' sufficient to compensate the risk/ but 
the inac^itude of which he does not succeed in explaiuing 
satisfactorily. ' To compensate ' the risk, he says, * complet<5ly, 
the common returns ought, over and above the ordinary 
profits of stock, not only to make up for all occasional k 
but to afford a surplus profit to the adventurers, of the sam< 
nature with the profit of insurers.' * It is far from clear why" 
this extra profit should be 'of the same nature with the pro- 
fit of insurers/ and Adam Smith certainly does not prove 
that either no surplus profit, or an insufficient surplus profit, 
is obtained by remarking, 'but if the conmion returns were 
sufficient for all this, bankruptcies would not be 
frequent in these than in other trades.' Obviously, in a very 
risky kind of business a somewhat higher average rate of 
profit will not prevent bankruptcy being more frequent than 
in a safe and steiidygoing one. As a matter of fact, it is 
extremely doubtful whether, as a general rule, the ordinary 
rate of profit, if by this be meant the average rate after 
taking all losses into account, does rise ' more or less with the 
nsL' It may very plausibly be contended that on the whole 
the more speculative investments of capital yield a less 
return than the safer investments. 

Adam Smith's doctrine of the equalising effects of com- 
petition on the profits gained in different employments is so 
simple and obvious, that it received little or no development 
during the period with which we are concerned Even his 
slight confusion about 'insurer's profit* reappears again and 
again in the works of subsequent writers. M'Culloch tells us 
that a gunpowder manufacturer 'must obtain as much profit 
over and above the profit obtained in the securest businesses, 
will suffice to guarantee or iTtaure his capital from the extraoi 
dinary risk to which it is exposed in a business of such extreme 
hazard.'* Now if gunpowder manufacturers could insure 
their capital, the gunpowder-making trade would be a secure 
business, and all that would be requii'ed to attract sufficient 



> Bk. I. chap. X. p. 50 £. 



' Prineipitii, p. 346. 
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capitalista to it would be that it should bring in ordinary 
protits after paying the insurance premiums. But if there 
ore no gunpowder manufactiu^rs' insurance companies willing 
to take the risk, so that the manufacturer cannot insure his 
capital, it is quite an open question whether ordinary profits, 
plua such an amount as would suffice to insure the capital if 
it could be insured, will attract capitalists into the business. 
Senior put forward a very acute theory to the eft'ect that the 
human imagination exaggerates the probabihty both of very 
great gains and of very great losses, so that the average of 
profits in employments which (like a lottery) offer the chance 
of enormous gain without the prospect of ruinous loss, would 
be lower than the average in the safest employments, while, 
on the other hand, the average of profits in employments 
which, like gunpowder-making, oft'er the chance of ruinous 
loss without the prospect of enormous gain, would be higher.^ 
J, S. Mill says : — 

'Li such points as this much depends on the characters of nations, 
according as they partake more or less of the adventurous, or, as it is 
called when the intention is to blame it, the gambling spirit This 
spirit is much stronger in the United States than in Great Britain ; 
and in Great Britain than in any country of the Continent. In some 
Continental countries the tendency is so much the reverse that safe 
and quiet employments probably }rield a less average profit to the 
capital engaged in them than those which, at the price of greater 
hazards, offer greater gains.' ' 



§ 4. Distribidion of Rents among Landlords, 

Just as the distribution of the capital of a country among 
the capitalists is the first factor in determining the propor- 
tions in which the total profits are divided among the capi- 
talists, so the distribution of the land of a coimtry among the 
landowners ^must bo the first factor in determining the pro- 
[wrtiona in which the aggregate rental is divided among the 
buidownor& We ask first how many acres a man possesses, 
and secondly how nmch rent does he got from an acre. It 
is strange how little attention the economists who preceded 
J. S. Milt devoted to this subject Malthus, indeed, wrote a 

> Political Economy^ 8vo cd. pp. 213-216. 

* Principltt, Bk. u. oh. xv. $ 4, lat ed. voL i. p. 4S0 ; People's ed. p. 261 a. 
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section in his Political Ec<momy on the effects upon production 
of the land of & country being held by a small or a numerous 
body of owners, from which wo can gather that he believed 
that ' over almost all Europe a most unequal and vicious 
division of landed property was established during the feudal 
times/ and that this had been ' protected and perpetuated ' by 
certain laws which had in some countries ' been rendered 
comparatively inefficient* 'by the aids of commerce and manu- 
Cactuj-es,' ^ though what exactly this means is not very appa- 
rent He had no doubt that the new French law of siicces- 
sion, compelling nearly equal division among children, would 
have the effect of subdividing the land, and looked on it as 
' a fearful experimcut ' ' regarded as a permanent institution, 
although it might have been useful if it could have been put 
in operation only for a limited period. But beyond this 
there is little bo be found in the great economists of the 
time. They probably agreed with Malthus in ascribing the 
very unequal distribution of landed pro]>erty to the original 
division made ' during feudal times/ and ever since main- 
tained by the law and custom of primogeniture. They did 
not attempt to generalise as to the causes which influence 
the aggregation and subdivision of landed property. 

With regard, however, to the second factor which deter- 
mines the distribution of rent, the different value of different 
areas of land, there is a very considerable mass of generalisa- 
tion. It is a mass, too, the importance of which has been 
much exaggerated. 

Though Adam Smith's opinions as to the causo or origin 
of rent appear to have been somewhat confused,^ he was clear 
enough as to the causes which enable some land to bear a 
heavier rent than other land. ITie rent of any land was, 
as a rule, he saw, the surplus of produce left after paying the 
expenses of cultivation and the ordinary profits upon the 
capital employed/ Land on which this surplus was large 
would yield a large rent, and land on which it was small 
would yield a small rent: — 

'The rent of land,' lie tmys, 'not only variea with its fertility, 
whatever be its produce, but with its situation, whatever be its fertility. 



" P. 129. 

• Abova pp. 216-320. 
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Land in the neighbourhood of a town gives a greater rent than land 
equally fertile in a distant part of the country. Though it may cost 
no more labour to cultivate the one than the other, it must always 
cost more to bring the produce of the distant land to market. A 
greater qunutity of labour, therefore, must be maiutained out of it ; 
and the surplus, from which are drawn both the profit of the fanner 
and the rent of the landlord^ must be diminished. But in remote 
porta of the country the rate of profits, as has already been showu, is 
generally hi^lier tlian in the neiglibourhood of a largo town. A 
amidler proportion of the dimiuLnhod surplus, therefore, must belong 
to the landlord.' * 

It is evident that Adam Smith believed that in the 
absence of local variations in the rate of profit (and we may 
suppose in the absence of local variations in wages and the 
cost of all articles necessary for cultivation), the differences 
between the rent of various acres of land are determined by 
the ditforences between their fertility and advantages of 
situation. Granting certain assumptions, such as that skill 
and the supply of capital are equally distributed over the 
country, nothing can be more obvious or more in accordance 
with common sense. 

The branch of the ' Ricardian theory of rent ' which 
relates to the differences between the rent of various acres of 
land at the same time was perforce based on the same idea. 
It made the idea more definite by insisting on the possi- 
bility of cultivated land yielding no rent, and it attempted 
tt) illustrate the matter by numerical examples and mathe- 
matical statements which are often misleading, James 
Anderson anticipato<l it in the folloAving passage, taken from 
his Iiiquiry into ike Nature of the Com Laws, vntk a view 
to the new Corn Bill proponed for Scotland, which was 
published at Edinburgh in 1777 : — 

* In every country there ia a variety of soils, differing considerably 
from one another in point of fertility. These we shall at present 
flup|)ose arranged into different classes, which we shall denote by the 
lettera A, B, C, D, E, F, etc., the class A comprehending the soils of 
the greatest fertility, and the other letters expressing different classes 
of soils gradually decreasing tu fertility as you recede from the first 
Now, as the expense of cultivating the least fertile soil is as great, or 

^ hk. 1. ob. xi. p. 67 6. 
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graftter, tluui that of the tnost fertile field, U neoessarily follows that 
if an equal qu&iitity of com, tlio produce of each field, can be sold at 
the aame prioe^ the profit on culttTating the most fertile aoil mast be 
much greater than that of cultivatiug the others ; and aa this con- 
tinues to decrease as the sterility increases, it must at length happen 
that the expense uf cultivating some of the inferior dassea will eq^ial 
the value of the whole produce. 

' This being premised, let us suppose that the class F inclodes all 
those fields whoso produce in 4intmoal^ if sold at 14s. per boll, would 
be just sufficient to |uiy the expense of cultivating them, without 
affording any rent at all : that the class E comprehended those fields 
whoso produce, if sold at 13s. per boll, would free the charges 
without affording any rent ; and that in like manner the classes U, 
C. B and A consisted of fields whose produce, if sold respectively at 
12, 11, 10 and 9 shillings per boU, would exactly pay the charge of 
culture without any rent. 

' Let us now suppose that oU the inhabitants of the country where 
such fields are placed could be sustained by the produce of the first 
four classes, viz. A, B, C, and D. It is plain that if the average selling 
price of oatmeal in that country was 12s. per boll, those who possess 
the fields D could just afford to cultivate them, without paying any 
rent at all ; so that if there were no other produce of the fields tliat 
could be reared at a smaller expense than com, the farmer could 
afford no rent whatever to the proprietor for them. And if so, no 
rents could be afforded for the fields E and F ; nor could the utmost 
Avarice of the proprietor in this case extort a rent for them. In thi 
circumstances, however, it is obvious that the farmer who possf 
the fields in the class C could \i&y the expense of cultivating theni,^ 
and also afford to the proprietor & rent equal to Is. for every boll 
of their produce ; and in like manner, the possessors of the fields 
B and A could afford a rent equal to 2 and 3 shUlings per boll 
their province reppectively. Nor would the proprietors of these fields^ 
find any difficulty in obtaining these rents ; becanse farmers, findi 
they could live equally well upon such soils, though paying the 
rents, as they could upon the fields D, without paying any rent at 
all, would be equally willing to take the one as the other.' ^ 

* The passage oocnrs in a long footoote to p. 45 of the Inquiry. A part 
of the note was reprinted by M'Culloch in his edition of the Wealth f^ 
Natiotu, p. 453, in his Littuuurt q/ Political Eeotwmy (1S4S), pp. 68-70, 
and in Ovftratone's Sdect Tracts, ' MiaoelUneotu * vol. (1860), pp. 321-325. 
Anderson's antioipstioa of particular poiuta in the Ricardion theory (see 
above, pp. 220, 231) must not be mistaken for an anticipation of the whole 
theory. As we bava already seen (above, pp. 145, 146), he was one of the 
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This passage does not give any formula for dcterminLog 
the rents of dltVerent acres of land. The formula which it 
does give is this : — 

The rent paid in respect of any particular boll is equal 
to the difference between the expense of raising the 
most expensive boll raised and the expense of raising 
that boll. 

We are told that when the most expensive boll costs 128. 
to raise, the rent paid for fields belonging to the class A, on 
which bolls can be raised for 9s.. will be 3s, per boll, and the 
rent paid for fields of class B 2s. per boll, and for fields of 
class C Is. per boll, but we are not told how many bolls will 
be raised from an acre of land belonging to the classes A, B, 
and C. If an equal number of bolls were raised from on 
acre of A, B. and C. the rents per acre would follow the same 
scale as the rents per boll, but Anderson does not say that an 
equal number of bolls are raised on equal areas of A, B, and 
C, and the supposition is contrary to probability. But if an 
unocjual number of bolls are raised from equal areas of A, B, 
and C, the rent per acre of A. B, and C will follow a different 
scale from the rent per bolL If, for example, the produce of 
A is 16 bolls per acre, that of B 12 bolls, and that of C 8 bolls, 
the rents per acre will be for A 48s., for B 24s., and for C 8s., 
while if the produce per acre is on A 4 bolls, on B 8 bolls, 
and on C 12 bolls, the rents per acre will bo for A 12s., for B 
16s., and for C 1 2s. All sorts of scales are obviously possible, 
whatever the probabilities may bo. 

In Ricardo rent is never calculated by the acre, but always 
by the amount of * capital ' by which it is supposed to be pro- 
duced. This is Anderson's method simply turned round. If 
Ricardo had been obhged to take Anderson's numerical ex- 
ample, instead of saying that the rent for class A would bo 3s. 

eDthasiutio agricaUariiti wbo believe not in diminithiDg retnrna, bnt Id 
indefinitely incrcaung retams. The longest of M'CuUocb'a extracts (that in 
Sciect TraeU) stopH jnat short of a passage whiah would have shown that 
Anderson was writing in favour of forcing the inferior soils into cQltirstion 
by proUictionist meaaores, in the expectation of making thorn eventually as 
productive as the superior. If hb had lived to 1815 he would roost certainly 
have been one of Ricardo's most vigorous opponents (see especially J^ecrcO' 
titwi for Ang. 1801. vol. v, pp. 403-408). 
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per boU, for B 2b. per boll, and for C Is. per boll, he would 
have said that tlio rent paid in respect of a capital of 12a. 
would be \ boll on class A, 1 boll on class B, and yt ^^ <>^ 
class C. He certainly does not commit himself to the idea 
that the same amount of capital will be laid out on equal 
areas of the three classes of land, and the fact that he ex- 
pressly contemplates the probability of the amount laid out 
on the bettor classes increasing at the same time as culuva- 
tion is extended to the inferior classes, is almost incompatible 
with any such assumption having been latent in his mind. 
Consequently, ho does not, any more than Anderson, provide 
a formula for the determination of the rents of difierent acres 
of land. His formula is only 

The rent paid in respect of a particulai' capital is equal to 
the difference between the return to that capital and 
the return to an equal capital employed with the least 
return for which it is profitable to employ capital. 
As he expresses it himself, ' rent is always the difference 
between the produce obtained by the employment of two 
equal quantities of capital and labour.' ^ As to the extent of 
the areas on which the two equal quantities are emplo^-ed he 
says nothin);. 

West, however, had been less prudent. In the numerical 
example with which he illustrates his theory of diminishing 
returns, the areas of land which jicld smaller and smaller 
returns to ' a given capital, say XlOO,* each consist of ten 
acroB.* Consequently, imlike Anderson and Ricardo, he 
arrives at the rent of the difierent acres, as well as the rent 
paid in respect of a given produce or a given expensa 
His first ten acres 'pay to the hmdlord £10 as rent, the 
next ten acres £9, and so on.' Now, supposing that equal 
areas of different qualities of land were actually cultivated 
with equal ' capitals,* the formula for the determination of the 
rent of ditlcrent acres of land would be 

The rent of any particular acre of land is equal to the 
excess of its gross produce over that of the least pro- 
ductive acre in cultivation. 
This, OS an account of existing facts, is obviously absurd, 

' Pnririples, lat ed. p. 37: 3d ed. in Works, p, 37. 
» See above, pp. 317, 318. 
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and the reason is that equal areas of different qualities of 
land are not cultivated with equal capitals. One acre is the 
hundredth port of the grazing ground of a goat, another is 
the site of the Bank of England. The capital employed on 
the first is a few pence, the capital employed on the second 
is many million pounds. Even in the case of land devoted 
to the production of com, to which West seems to have 
confined his attention, the supposition of equal capitals being 
employed on equal areas is inadmissible. Thus, while the 
formula deduced from the theory of Anderson and Ricardo 
is correct, but gives us no information with regard to the 
rent of land, the formula deduced from West's theory gives 
us information which is incorrect. 

James Mill seems to have endeavoured to find a formula 
which would give the infonnation which West attempted to 
give without adopting his erroneous assumption that equal 
areas are cultivated with equal capitals. After explaining the 
effect of diminishing returns, he says : — 

' We may thua obtain a general expression for Kent In applying 
capital oithcr to lands of various degrees of fertility, or in successive 
doses to the same land, some portions of the capital so empluyod are 
attended with a greater produce, some with a less. That which 
yields the least, yields all that is necessary for reimbursing and reward- 
ing the capitalist. The capitalist will receive no more than this 
remuneration for any ]>ortion of the capital which he employs, because 
the competition of others will prevent him. All that h yielded above 
tliis remuneration the landlord will be able to appropriate. Kent, 
therefore, is the difforence betweeu the return yielded to that portion 
of the capital which is employed upon the land with the least effect, 
and that which is yielded to all the other portions employed upon it 
with n greater effect. 

^ Taking for illustration the three stages mentioned above, of ten 
quarters, eight quarters, and six quarters, we perceive that rent is the 
difference between six quarters and eight quarters for the capital 
which yields only eight quarters ; the diflference between six quarter* 
and ten quarters for the portion of capital which yields ten quarters ; 
and if three doses of capital, one yielding ten, and another eight, and 
another six quarters, ore applied to the same portion of laud, its rent 
will bo four quarters for dose No. 1, and two quarters for dose No. 
2| making together six quarters for the whole.' ^ 
* EUmaiU, lit ed. pp. 17, 18. 
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There is considerable awkwardness in the wording of the 
proposition, ' rent Is the difPerenco between the return yielded 
to that portion of the capital which is eniplojed upon the 
land with the least effect and that which is yielded to all the 
other portions employed upon it with a greater etfecU' Jauies 
Mill himself was evidently dissatisfied with it, for in his second 
edition he altered it to ' rent is that part of the return made 
to the more productive portions of capital, by which it exceeds 
the return made to the least productive portion/ ^ and in his 
third edition he altered this to, ' rent is the difference between 
the return made to the more productive portions, and that 
which is made to the least productive portion^ of capital 
employed upon the land.'* His third version is perhaps the 
least satisfactory of the three, but it is plain that he had a 
perfectly clear idea of tlie matter, though he found difficulty 
in expressing it. He saw that the number of doses applied 
must be taken into accoimt, and Lis formula may be said 
to be — 

The rent of any acre of land is equal to the sum of the 
dillerences between the return to each of the various 
doses of capital applied to it. and the return to the 
least productive dose applied to it or any other land. 

If we understand the terias rent, doses of capital, and 
returns in the senses in which James Mill understood them, 
this is correct enough. It may be doubted, however, whether, 
if Adam Smith had lived to the age of ninety-eight, he would 
have looked on it as adding very much to his own theory 
that the rent of any farm is equal to the surplus of produce 
left after paying the exj>cnses of cultivation and the ordinary 
profits on the capital employed. 

It may, of course, be objected that, under James Mill's 
fonmila, land which he agreed with Anderson and Ricardo in 
r^arding as of the second degree of fertility may yield a 
larger rent per acre than land of the first degree. Their laud 
of the first degree is land which yields the Lu^^est return to 
the first *dose' of capital, irrespective of its return to subse- 
quent dosos. Now on land of the second degree, though the 
return to the first dose is less, the returns to the subsequent 
doses may make up for this. For example, if on 30 acres of 

> Elemcntu, 2d ed. p. 33. ■ Ibid., 3d od. d. 33. 
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land No. 1, the first dose of capital, represented by 10 men's 
labour, yielded 180 quarters, the second dose 170, the third 
160, and the fourth 150 ; while on 30 acres of land No. 2 the 
first dose yielded 170 quarters, the second 165, the third 162, 
the fourth 160, the fifth 155, the sixth 152, and the seventh 
150 ; then, supposing 150 to be the retiim to the least pro- 
ductive dose apphod, the rent of 30 acres of land No. 1 would 
be 30+20+10 = 60, while the rent of No. 2 would bo 20+15 
+12+10+5+2= 64. Modern economists have met the 
objection by abandnniug the attempt to arrange lands in a 
scale of fertility which shall remain valid, whatever be the 
quantity of produce required * 

Subsequent writei-s were by no means always so careful as 
James Mill to make it plain that the surplus produce of the 
later doses of capital, as well as the first, must be brought into 
account in determining the rents of different acres. M'Culloch 
riiahly says : — 

* When recourse had been had to these inferior lands, the com 
rent of those that are superior would plainly be equal to the differ- 
ence between the amount of the pnxluce obtained from them and the 
amount of the produce obtained from the worst quality under cultiva- 
tion. *« 

The meaning which any ordinary reader, unacquainted 
with the history of the subject, would attach to these words 
would be that the com rent per acre of the superior lands 
would be equal to the difference between their produce per 
acre and the produce per acre of tho worst quality of land 
under cultivation. This is obviously untrue, unless wo make 
with West tho absurd supposition that all acres are cultivated 
with equal capitals. The idea which M'Culloch had in his 
mind was no doubt the Ricardian one, that the rent paid in 
respect of a given amount of capital employed on the superior 
lands would be equal to the difference between the amount of 
the produce obtained by it and the amount of the produce 
obtained by an equal amount of capital employed on the worst 

^ See M&r«haU, Prineiptot qf Economics^ \i\\c<\. p. 234, * A mere increase 
Iq the demand for prodooe nuy invert the order in which two adjitcent pieoee 
of Und rnnk u rogurdii fertility.' 

* Principit^y p, 207. 
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quality of land under cultivation. It was too much, however, 
Co aak readers to supply all thia 

J. S. Mill was an even worse offender. For a summaty of 
the third section of his chapter *0f Rent' he says in his Con- 
tents, ' The rent of land consists of the excess of its return 
ahove the return to the worst land in cultivation.'^ This 
might bo taken as merely the ordinary inaccuracy of rapid 
epitomising, but the section itself opens thus: — 

' If then, of the land in cultivation, the part which yields least 
return to the labour and capital employed on it gives only the ordi- 
nary profit of capital without leaving an)'thing for rent, a standard ia 
afforded for estinmting the amount of rent which will be yielded by 
all other land. Any land yields just as much more than the ordinary 
profits of stock, as it yields more than what is returned by the worst 
land in cultivation. The surplus is what the farmer can afford to 
l>ay 08 rent to the landlord ; and since, if he did not so pay it, be 
would receive more than the ordinary rate of profit, the compotition 
of other capitalists, that competition which equalises the profits of 
different capitals, will enable the landlord to appropriate it'^ 

Obviously if * any land ' is to mean any acre of land, and 
if the worst land in cultivation is to mean an acre of the 
worst land in cultivation, we require the assumption that all 
acres of land are cultivated with equal capitals, in order to 
make it true that ' any land yields just as much more than 
the ordinary profits of stock as it yields more than the worst 
land in cultivation.* Hitherto, however. Mill has said nothing 
about the amount of capital employed. He proceeds : — 

' The rent, therefore, which any land will yield is the excess of 
its produce beyond what would be returned to the same capital if 
employed on the worst land in cultivation.' 

It would require an enonnous straining of words to inter- 
pret this to mean ' The rent which an indefinite amount of 
any land will 3^0^ is the excess of its produce beyond what 
would be returned to the same capital if employed on a not 
necessarily equal area of the worst land in cultivation/ and 
something of this kind is needed to make it true. 

' Priticipleft hea'liDg of 6k. n. oh. xri § 3 in Contents. 
* Ibid,, Ut cd. vol. i. pp. 499, 500 ; PaopU'a od. p. 257 a. 
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OWnERAt REVIEW: POLITICS AND ECONOMICS 

§ 1. Unsatisfactory character of live theories of productio^i 
and distribution regarded from, a jywrely scientijic 
27oint of view. 

When we look back after the lapse of another eventful 
half-century upon the theories of production and distribu- 
tion elaborated by English economists between 1776 and 
1848, it is not very easy to understand the admiration which 
was once felt for the progress made during that period. 

As we have seen,' Adam Smith declared in his ' Introduc- 
tion and Plan* that the per capita amount of a nation's 
annual produce is regulated, first, by the skill, dexterity, and 
judgment with which its lalwur is directed ; and, secondly, 
by the proportion between the number of workers and the 
number of non-workers. The proposition, though inoom- 
plete. shows a perfectly clear conception of what is required 
in a theory of production. All that later economists were 
required to do was to add what was omitted, and to trace the 
immediate causes, as far as possible, to their origin. Instead^ 
however, of grappling with this task, they allowed the sub- 
ject of production to be split up by the unlucky invention of 
the three requisites or agents. So in the First Book of Mill's 
Privciples, which was long the most systematic treatise on 
Production extant, we find tho first six chapters devoted to a 
* general survey of the requisites of production ' before * the 
second gi-eat question in political economy, on what tho degree 
of productiveness of these agents depends/* is reached. Then, 
for two or three chapters, Mill restores imity to the subject 

' Above, p. 36. 

* Bk. I, ch. vii. a 1 ; Ist ed. rot L p. 110; PDople'i ed. p. BAa. 
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by treating the productiveness of all three agents together, 
without attempting seriously to distinguish variations in tho 
productiveness of labour from variations in the productive- 
ness of capita] and the productiveness of land. But oven 
thus, the elevation of capital into an agent of production co- 
ordinate with labour, and the imagination that it possesses a 
productiveness of its own, prevent any clear and adequate 
recognition of the fact that variation in the magnitude of the 
capital of a community is one of the most important causes 
of variation in the productiveness of labour. When the 
d^rees of productiveness of three 'agents' are being dis- 
cussed, it is obviously impossible to represent variation in 
the magnitude of one of the agents as a cause of variation 
in the productiveness of another. Similarly, the eleva- 
tion of land into an agent of production co-ordinate with 
labour prevents variation in the denaity of population being 
treated in its proper place as a cause of variation in the pro- 
ductiveness of labour. Mill is consequently driven to the 
awkward expedient of bringing these factors into a theory as 
to ' the increase of production/* that is to say. not the increase 
of the productiveness of industry or of the produce per head, 
but the increase of the aggregate produce. When * the degree 
of productiveness' of labour is given, the aggregate produce 
obviously depends simply on the amount of labour, but Mill 
represents it as dependent on three 'laws/ the 'law of the 
increase of labour/ the ' law of the increase of capital/ and the 
* law of the increase of production from land' * Thus ho suc- 
ceeds in dividing the subject of production once more into ft 
collection of observations about labour, capital, and land. 

Of these observations, those offered with regard to labour 
were sensible enough, though very incomplete.* The prin- 
cipal of thase oSered with regard to land may be looked on 
as a somewhat confused exaggeration of the truth that in- 
crease of population may lead to a diminution of tho returns 
to industry.* But the observations with regard to capital 
appear to the modern inquirer a most hopeless farrago of 
blunders.^ The nature, origin, and function of the capital of 

' PrincipU*t Bk. i, oh. x. § 1 ; Ut ed. vol. i. pp. 186, 1S7 ; PeopU'a od. 
p. 96. * Ibid,, Bk. i. titles of chapten x, xi, xii 

* Above, oh&p. iU. * Abovu, chap. v. • Above, ofasp. iv. 
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a country were totally misunderstood. It wns dlstinguislied 
from the accumulated stock of the country, with which, in any 
scientific view of the question, it must be r^^arded as iden* 
tical, and was mixed up with periodical working expenses. 
Its origin was attributed to 'saving,* but to saving which is 
not saving but consuming. Its principal function was sup- 
posed to be to support labour. The extraordinary confusion 
which prevailed in Mill's mind U}K»n the subject is shown by 
the fact that he spent page after page in the futile endeavour 
to prove the * truth that purchasing produce is not employing 
labour.'^ Of the plain fact that ' employing labour ' or paying 
~ rages is simply a method of purchasing produce under a 
^particular kind of contract, he was so completely oblivious 
that, after floundering from one inaccurate illustration to 
another, he finally gave an example in which wages are 
treated as equivalent to alius, the amount of produce which 
the employer receives in exchange for them being entirely 
ignored.' 

The treatment of Distribution in the period under review 
appears even more unscientific and illogical than the treat- 
ment of Production. Adam Smith's rough division of incomes 
into wages of labour, profits of stock, and rent of land was 
accepted almost as a matter of course,' no regard being 
paid to the much more important division into incomes 
derived from the pertormance of labour, and incomes derived 
from the possession of property. Erroneous ideas as to the 
functions of ' capital *" prevented the attainment of any clear 

' PrincipleJt, Bk. I. ch. v. j 9 ; lat ed. vol. i. p. 99 : 'theorem, that to 
purchase produce is not to employ labour,' People's ed. p. 60 6. 

' ' SuppoM,' he aaya, * that a rich individual. A, expends a certain amount 
daily in wages or alms, which, a« soon as received. \a expended and consumed 
in the form of coarse food by the rocoirera. A dies, leaving bis property to 
B, who discontinuen this item of expendittirc, and expends in lieu of it the 
same sum each day in delicacies for his own table ' (People's ed. p. 63 ; not 
in Ut ed). It is quite forgutten that if A paid wages, he would get aonse- 
thing in return for them, and that this something may vcrj' well have been 
' doUcaciea for bis own table/ cither produced by the labourers he employed, 
or bought with the proceeds of the sale of the thiugs produced by them. As 
a recent writer has observed, if wages and alms were exactly alike, * philan< 
thropy would become very cheap indead* (H. M. Thompson, Th* Theoiy oj 
iroffea and ita Application to the Kight Bowrt QueMion and otfier Labonr Pro- 
bUnu, 1892, p. 20). 

» Above, p. 188. 



S8S 



GENEKAL REVIEW 



[chap. TX- 



coinprchoasion of the origin and cause of the different forms 
of income.* The inquiry as to the causes which affect the 
distribution of the total income between the three shares of 
wages, profits, and rents was so confusedly conceived that, 
instead of an e:cposition of the circumstances which result in 
variatious in tho proix)rtioiui in which a given total is divided 
between tho three shares, we find an exposition of the circum- 
stances which were supposed to determine the absolute mag- 
nitude of wages por hemj of labourers, the rate of profit per 
cent of capital, and the absolute magnitude of rent per acre.' 
Anything uiore unsatisfactory than this exposition itself 
would be difiicult to conceive.^ Tlie ' law of wages ' — ' wages 
depend on the ratio between population and capital '* — how- 
ever obvious it may have appeared a himdred, or even fifty, 
years ago. is now palpably absurd The *law of profits' — 
'profits depend on tho cost of labour'* — is entirely baseless 
if it be intelligible. On what circmnstances rent per acre was 
supposed to de])end it is diflUcult to say. Ricardo had begun 
by allying that it depends solely on tho difficult}' of procur- 
ing the last portion of agricultural produce required, rising 
when, owing to an increase of population or a deterioration of 
agricultural methods, the difficulty increases, and falling when, 
owing to a decrease of population or improvements in agricul- 
ture, the difficulty decreases.* When this view was found 
untenable, nothing definite was put in its place. J. S. Mill 
speaks of the ' law of rent ' ^ immediately after speaking of 
the law of wages, and immediately before speaking of the law 
of profits, which have just been quoted, but then, inste*id of 
producing an analogous law, and so telling us something 
about the causes of the rise and fall of rent, he merely asserts 
that 'rent is the extra return made to agricultural capital 
when 6mplr>3 ed with peculiar advantages/ which is not a law 
at all, but only a bad definition. 

X Above, ob. W. gfi 3. 4, 5. > Ibid., cb. vii. S 1. ch. via $ 1. 

■iWrf., cb. vU. 55 2. 3, 4. 

< J. S. Mill. Prinnples, Bk. ni. eh. xxvi. 5 I ; lot ed. voL it. p. 232; 
People's od. p. 416 6. 

* Ihid.j § 3, let ed. vol. ii. p. 237 ; l'«opl«'e ed. p. 419 6, 

• Above, pp. 315. 3IG, 321 .331. 

r Principle, Bk. m. oh. xxvi. § 8 ; l«t od. vol ii p. 230 ; People's ed. 
p. 418 a. 
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Before J. S. Mill wrote, the economists bad noLhiug to say 
about the distribution of rent among landlords and the dis- 
tribution of profits among capitalists, and what little they 
had to say about the distribution of wages among labourers 
generally took the form of a somewhat indisoriminating 
eulogy of Adam Smith's illogical attempt to prove the equal 
advantageousness of all occupations. Mill paid more atten- 
tion to these subjects, but even ho had no idea of representing 
the explanation of the causes which determine the division 
of the community's income among its individual members as 
what it obviously should be, the ultimate aim of all discus- 
sions on the subject of Distribution. 

Judged, then, by what we may, perhaps, using the term 
m a sense which has very often, though not very accurately, 
been given to it, call the 'abstract method,' the theories of 
production and distribution arrived at in the first hall* of 
the nineteenth century must bo visited with almost unquali- 
fied condeinnatioa But if we try them by the historical 
method, and inquire how far they met the practical needs 
of their time, they must obtain a much more favourable 
verdict. 



§ 2. Practical character of the theories of production and 
distribution avd tficir uscfidness in regard to the 
old Poor Law and the Com Laws. 



Among all the delusions which prevail as to the history 
of English political economy there is none greater than 
the belief that the economics of the Ricardian school and 
period were of an almost wholly abstract and unpractical 
character. 

The Wealth 6f Natioyt9, which was the one accepted 
authority when Malthus and Ricardo bcgut» to write, was, in 
the main, a scientific and not a practical treatise. Adam 
Smith had mixed with the physiocrats, who were nothing if 
not practical, and had caught much of thuir spirit. Conse- 
quently, many of the parts of his work in which the influence 
of the Economical Table is most obvious are far from being 
characterised by the philosophic calm appropriate to the 



38i 



GKKERAL REVIEW 



[OHAP. DU 



inquirer who has do practical aims in view.^ Instead of the 
cold philosopher, we find a patriotic citizen possessed by an 
ardent, not to say passionate, hatred of the sordid motives and 
fallacious arguments on which the mercantile system was 
baaed. To expect ' that the freedom of trade should ever be 
entirely restored in Great Britain' he thought *as absurd as 
to ex{>oct that on Oceana or Utopia should ever be estab- 
lished in it/* yet he was evidently determined to do what in 
him lay to bring about a partial, if n4)t an entire, 'restoration' 
of freedom of trade. To this extent the Wealth of Nations 
was really a priictical treatise, advocating a particular course 
of policy. But it wns much more, and there is no reason to 
suppose that the origin of the work is to be looked for in its 
practical aim. Adam Smith was engaged neither in trade 
nor in politics. He was an ex-professor of moral philosophy. 
He was a Scotchman who hod studied at Oxford. It would 
indeed have been surprising if such a man had undertaken 
ten years of study and research in order to help to bring 
about a port ial approach towards the establishment of freedom 
of trade. There can be no doubt that he actually undertook 
his task simply with the desire of adding to the bounds of 
knowledge. 

The case of the early nineteenth century economists is 
entirely different With them, in the great majority of coses, 
practical aims were paramount, and the advancement of 
science secondary. 

Malthus discovered his * Principle of Population ' in the 
course of an attempt to damp his father's hopes of progress. 
In br'uiging out the iirst edition he was inspired, not so much 
by the desire to publish the existence of the Principle, what- 
ever it may have been, as by the desire to disprove the pos- 
sibility of any great improvement in the material condition 
of mankind, and thus to produce acquiescence, if not content- 
ment, with the existing order of things, and prevent the 
adoption of hasty experiments like the application of ' the 
forcing manure used to bring about the French revolution^' 

' See, for example, the concluding pftragrAphs of Book i., which were evi- 
dently written under the iuHuenco of the phyBioomtic system, and contain a 
vigorous denoociation of merchants and manafacturers. 

* fik. zv. oh. iL pw 207 b. 
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which had ' burst the calyx of humanity, tho restraining bond 
of all society.' ^ He soon exchanged this aim for a still mora 
practical ona In his Investigalioii of the cauae of the present 
High Price of Provisiona, published in 1800, he attributed 
' the present inability in the country to support its inhabi- 
tants ' to ' the increase of population/ and added — 

'I own tbat I cannot but cotisider the late severe prossurea of 
difitross ou every deficiency in our crope, ob a very strong exemplifica- 
tion of a principle which I endeavoured to explain in an easay 
published two yoara ago, entitled An, Es»ay on the Principle of 
Population^ as it affects the future Improvement of Society. It was 
considered by many who read it merely as a specious argument, 
inapplicable to the present state of society ; because it contradicted 
some preconceived opinions on these subjects. Two years' refiectioa 
have, howoTcr, served strongly to coavince mo of the truth of the 
principle there advanced, and of its being the real cuuse of the con- 
tinued depression and poverty of the lower classes of society, of the 
total inadequacy of all the present establishments in their favour to 
relieve them, and of the periodical returns of such seasons of distress 
as we have of late experienced.' ' 

Accordingly, he explained, though the first edition of the 
Essay had been out of print for more than a year, he had 
not yet brought out a second edition, not only because he 
was * endeavouring to illustrate the power and universality' 
of the operation of the principle * from tho best authenticated 
accoimts ' ' of the state of other countries,' but also because he 
hoped to be able to make the work ' more worthy of the 
public attention by applymg the principle directly and 
exclusively to the existing state of society.'* The second 
edition realised his hope by being to a large extent a protest 

^ Eitsay^ lat cd. p. 274. ' Wero it of consequence/ he uyi, * to improve 
pinka and c&rnationi, though we could have no hope of raiaiog them aa 
Urge aa oabbagee, we might uudoubtedly expect, by aucoeasive eflbrta, to 
obtain more beautiful specimens than wo at proaeot poaaen. No person 
can deny the importance of improving the happineaa of the human speciee. 
Every, the leasts advance in this respect is highly valuable. But an experi- 
ment with the human race ia not like an ejcperiment upon iuauiroate objects. 
The bursting of a flower may be a trifle. Another will soon succeed it. Bnt 
the bursting of the bonds of society la such a separation of parts as cannot 
take place without giring the most acute pain to thousands : and a long 
time may elapse, and much misery be endured, before the wound grows up 
again' (pp. 27<, 275). ' P. 27. » P. 28. 
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that tiMfitrrimiale eDOoungeuMot of the propagation 
of the ImnMa Sfeam whkh. was ■ flb tded both by the public 
■fprobfttiaa bM to wed oq improrideat nuiriages and bj the 
mon tDftteml rawwda provided under the Poor Laws. To 
make the pcotest efiSsctiTe became the guiding motive of his 
Sfc. The eanMBtneaa of hia feelii^ oq this practical matter, 
aitd the oanlufaseaa with which he had studied it, are to be 
aaoQ raty plainfy in his LetUr to Samuel Whitbread, Esq., 
MJ*^ em ki$ jvropoeai biU for the Amendment of the Poor 
Xaicv(180«X After reading that pamphlet we can sympathifia 
with tiie proud words with which, after replying to some of 
hia erilk% he eods the fifth edition of the Eaaay on 
Pofwlaficm (1B17> Whether the £^y is read with or with- 
OQt the ahenitiooa made in the eeoond and later editions, he 
aaj^ he eiai tiuatt that 




thfl piactical design 
id tha wiitar, with whatever want of judg- 
a a a tota d, ia to improre th« condition and 
of thi lowir daaaa of society.' > 



It is true that et the ootset of the com law controversy of 
t813-15, he i^ipeared for the moment in the character of the 
iupertial ermonniiet, denroas merely of furnishing practical 
poiitwnann with the meene of making a decision on the sub- 
jeolk aad of giring the geoeral pablic trustworthy information 
ee lo the probeUe resnhe of eech of the two possible decisions. 
A yeer after writaag it^hesaid. — 




of the O^mw uU oma cm tJie Com Laws, 

of 1814» was to state, with tbs 

aad dhadvantages whicb, in the 

It M te a lj i wi, wen likely to attend 

' A fair irrifv U beth sidsi of the qtuertaoo, without any attempt to 
Iha pifiliti aviK w h s thia tMaperazy or permanent, which 
toaet^aypoatadtooMolea^ aot only to aaaist in form- 
the lal^ject, bQt paiticalarly to prepare 
pahtte fsr the i^actto enaaaqMWBs whiA wsra to be expected 

Hmiglitba 
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This is exactly in the style of the nioflern professor. 
But Malthus soon threw off the mask, and wroto the Grounds 
of an Opinion on the policy of restricting the imporiation of 
foreign com, intended as an appendix to ' Ohser nations on 
the Com Laws! in the character of an avowed and zealous 
advocate of restriction.* The Inquiry into the Nature and 
Progress of Rent and the Printyiples by which it is re^fidated, 
which he published along with the Orownds of an Opinion, 
has a scientific-looking title, and. as he tells us, contains 
the substance of some notes on rent which he had col- 
lected for purely didactic purposes. But he actually 
apologises for the fact that 'the nature of the disquisi- 
tion' may 'appear to the reader hardly to suit the form 
of a pamphlet/ 2 and the curious slip by which he attributes 
' a progressive rise of rents ' in general to the extension of 
' our ' manufactures and coiumerce,' is a sufficient proof that 
the professor's notes on rent had undergone considerable 
manipulation at the hands of the political pamphleteer. His 
Political Ecomomy and Definitions add very little to his earlier 
works. They scarcely attempt to cover new ground, but 
simply go once more over old controversies, 

Ricardo's ruling interests were no less practical than those 
of Malthus.* His career as a writer on economic questions 
began with the contribution of a series of letters to the 
Morning Chronicle newspaper in September 1809.* His 
object in these was to show that the over-issue of incon- 
vertible bank notes had caused a depreciation of their value, 
and to insist that the Bank of England should * gradually 
decrease the amount of their notes in circulation, until they 

* See above, p. 161. ' 'AdvertwemeDt' or Preface. 

* P. 32. The word ' our ' it omitted in PolUkal Economy ^ p. 178» where 
the paragraph ia repeated. 

* Tbii t«, of oourMQ, not in contradictiou with Kicardo's often quoted remark 
to Malthas, * If 1 am too theoretical (which I really believe ia the caae), you, 
I think, are too practical ' {LttUra, p. 06). He is then speaking not of oon- 
oluaions but of arguments, and deprecating the habit of 'appealing to 
experience in favour of a particular doctrine.' Had Rieardo foreseen some 
of the discuBsions whioh took plaoe after his death, ho would have said, ' If J 
UAc the declnotive method too exoluaiveljr, you, I think, rely too maoh od 
the indnctive.' 

* Thrit UUrrs on tiU Priet qf OoW, reprinted Baltimore, 1»03, edited by 
Jacob H. Uollacdtir. 
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shall have renderod tho reni^der of equal value with the 
coins which they represent.' ^ ' We must keep our eyes/ he 
said, ' steadily Exed on the repeal of the restriction bilL* * He 
republidhod tho substance of the letters in the form of a 
pani])hlot, and when tho Bullion Committee were attacked 
for having adopted his views, he defended them in his Reply 
to Mr. Baaofiiquet'B Practiced Observations on. tJie Report of 
the BuUion Committee (1811). Four years later he published 
his Essay on the Infituence of a Low Price of Com, in opposi- 
tion to the demand for new restrictions on the com trade.' 
Early in 1816 ho produced his Proposals for an Economical 
and Secwre Currency with Obscrvatums on the Profits of the 
Ba/nk of England as tliey regard ilie public and iJie pro- 
prietors of Bank Stock: It was in dealing with these pracdcul 
matters that he formed what, as he tells us, Malthus called 
his ' peculiar opinions on profits, rents, etc/* We ore 
indebted to the Bullion controversy for the Ricardian theory 
of value, and to the Com Law controversy of 1813-15 for 
the Ricardian theory of rent and distribution in general 
Read with the pamphlets which preceded it, Ricardo's 
Principles of Political. Economy and Taxation is intelligible 
enough. Read without them it is the happy hunting-ground 
of the false interpreter. 

The minor lights of the Ricardian period were likewise for 
the most part pamphleteers and reviewers who wrote because 
they wore interested in the politics of the day. Such certainly 
were West, Torrens, and M'Culloch. James Mill is the only 
exception of importance, and even he had begun by writing 
a pamphlet against Spence's depreciation of the utility of 
Britain's commerce. The purely scientific and didactic writers 
of the time were worthies like Boileau and Mrs. Marcet, never 
important, and now almost entirely forgotten. 

It would seem at first sight that J. S. Mill, publishing his 
Principles in 1848, ought to have been fairly free from tho 
practical inilucnces which afiPoctod tho work of Malthus and 
Ricardo and their contemporaries. The Com Laws had been 
repealed in 1846, the old Poor Law had gone in 1834, and cosh 
pa}Tnents had been resumed in 1819. But though Mill 
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> Worhn, p. 287. 

* Aborc, pp. 165-167. 



> /Wrf.p, 290. 

* LttUr* to MtUfhus, p. 116. 
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fonly forty-two ia 1848, he had, owing to his extraordinary 
precocity, acquired his first impressions of political economy 
when the Ricardian school was at its zenith. When he was 
thirtoon, in 1819, his father began instnicting him ' by a sort 
of lectures/ which he delivered as they walked together : — 

' He expounded each day,' Mill says, ' a portion of the subject, 
and I gave bim next day a written account of it, which he tuado me 
rewrite over and over again until it was clear^ preciBe, and tulerably 
complete. In this manner I went through the whole extent of the 
iencej and the written outline of it which resulted from my daily 
eompte rendu served him afterwards as notes from which to write hia 
EUmmta of Political Economy. After this I read Ricardo, giving an 
account daily of what I read, and discussing, in the best manner I 
could, the collateral points which offered themselves in our progress. 

' On Money, as the most intricate part of the subject, he made me 
lead in the same manner Ric^irdo'a admirable pamphlets, written 
during what was called the Bullion controversy ; to these succeeded 
Adam Smith ; and in this reading it was one of my father's main 
objects to make me apply to Smith's more superficial view of political 
economy the superior lights of Ricardo, and detect what was fal- 
lacious in Smith's arguments or erroneous in any of hia concluaiona*' 

About the samo time he came under the direct personal 
influence of Ricardo : — 

' My being an habitual inmate of my father's study made me 
acquainted with the dearest of his friends, David Ricardo, who by hia 
benevolent countenance and kindliness of manner was very attractive 
to young persons, and who, after I became a student of political 
economy, invited me to his bouse, and to walk with him, in order to 
converse on the subject' ^ 

His father's method of instructing him in political 
economy was, he thought, ' excellently calculated to form a 
thiiUvor,' and he was ready to assort that ' it succeeded.' ^ We 
are, however, scarcely surprised to learn that soino years later, 
' hearsay information ' had made Sterling look on him ' as a 
"made" or manufactured man, having luul a certaiu impress 
of opinion stamped on ' him, which he ' could only reproduce/* 
Though Sterling found himself mistaken, it seems clear that 



> AiUobiotjraphy^ p. 28. 
• Ihid., pp. 28, 29. 



"/Ml, p. 64. 
« Ibid,, p. Iffl 
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Mill became somewhat prematurely committed to a set of 
oconomic doctrines. At sixteen, he was defending Ricardo 
and James Mill against Torrens in the Traveller newspaper,* 
and his essays on the ' Laws of Interchange between Nations,' 
and on Trodts and Interest/* 'emanated/ he tells us, from 
conversations which took place about the year 1826,' though 
they were not written till 1829 and 1830.* and were not 
published till 1844. During the long interval between their 
composition and their publication, Mill's mind was extremely 
active, but it does not seem to have been directed towards 
scientiiic economics. When a man has been giving study and 
thought to a subject, he does not take rejected* manuscripts 
which have lain fourteen years in his drawer, and print them 
* with a few merely verbal alterations.' * 

Between the publication of the Essays and that of the 
Pnnciples of Political Eoonomy, he certainly gave himself 
no time for the necessary revision of his early impressions. 
•The Political Economy t he says, 'was far more rapidly 
executed than the Logic, or indeed than anything of import- 
ance which' he 'had previously written. It was commenced' 
in the autumn of 1845, and was ready for the press before 
the end of 1847/ and that too, although * there was an interval 
of six months durin^r which the work was laid asida' ^ 

Conaequontly his book, so far as what he calls ' the purely 
scientific part'^ of it is concerned, is much less free from the 
influence of the practical controversies of the Ricardian 
period than many works which preceded it. and which ita 
popular qualities and apparent completeness caused it to 
supersede. The ' general tone ' * and the ' applications ' of 

> A Htohiography^ pp. S7» SS. 

* Kos. I. aitd IV. of Eaaayi, on aome unteUUd QuuUofU <if Political Ecomom^^ 
' JL^obiography^ p. 122. 

* Aloys, preface ; ia the Autobiography, p. ISO, he says, * 1830 nud 1831,' 
Imt til« preface to the £May«ia more likely to be correct than the^u<o* 
}Migraphy. 

" * When, some year* later, I offered them to a publuher, he declined 
them.* — Aulohioyrajthy, p. 180. 

' Eaaayti, Preface. 

' Aviobio</raphyf p. 236. The iutcr\-al was employed in writing articles 
io the Jliominy ChronicU, advocatuig the furination of p«a»aut [H'opertiee oo 
the waete landi of Ireland. 

■ Autobioffrapfty, p. 246. * IbiiL, I.e. 
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the ' principles of political economy ' to * social philosophy * ^ 
were new, but the structure of the theories of production and 
distribution, though plastered over with a fresh stucco of 
explanation and limitation, had been built twenty years 
earlier. 

Now for the settlement of the controversies under the 
influence of which it was created, the system of economics 
which prevailed after Malthus and Ricardo had written was 
admirably adapted, Where it was clear and correct, its 
points against what was practically evil were well and forcibly 
made ; where it was confused and erroneous, its confusions 
and errors were such as to assist rather than hinder its work ; 
where it was deflcient, its deticiencies were not of much 
practical importance. 

For the practical purpose of destroying the abuses of the 
old Poor Law the theory of production served very well. Its 
plan of representing ' capital ' as the thing which puts in- 
dustry into motion and supports labour was excellently 
adapted to inspire distrust of all attempts on the part of the 
State to employ labour. Its excessive insistence on the 
disadvantages of increasing population was equally well 
adapted to bring into discredit the mischievous incitements 
to matrimony which wore offered under the old Poor Law 
administration. 

For the basis of an argument against the Com Laws it 
would have been difticult to invent anything more effective 
than the Hicardian theory of distribution. The divergence 
of interests with record to the com laws was really a diver- 
gence of the interests of classes, and not of individuals. It 
was not a question of ' the classes against the masses/ or, in 
other wordJs, of the rich against the poor, but of the land- 
owning class against the commercial and manufacturing 
class. The Ricardian neglect of the problem of distribution 
between individuals was here perfectly harmless. The con- 
fusion of wages per head, profits per cent, and rent per acre 
with proportions of the produce, was of little importance in 
view of the fact that variations in wages per head, profits per 
cent, and rent per acre, when suddenly caused by changes in 
the corn laws, woidd, as a matter of fact, correspond with 

* Frineipla, title. 
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TUtttioDs m tho proportioiu of the prodaco allotted to 
profits, and rent The doctrine which attributed the rise 
rent per acre and the fall of profits p^ cent to the 
producUTeneBs of indttttey employed at the margin of culti< 
vation was an admirable engine for bringing the miinufac- 
taring and oonimercial class into faTOur, and exciting odium 
against l^ialation in favour of landowners. Much tho sama:^ 
mav be said of the sharp distinction somewhat falsely drawn 
between rent and interest, based, as it was, largely on the 
idea that interest is the reward of a painful or meritorious 
action. At a later period, when political power had passed 
in some measure to the wage-earning classes, it would doubt- 
less have been more effective to show that the com lawS; 
diminished real wages, but at the time it simplified the 
matter to declare the comforts of the labourers a nearij 
constant quantity, and consequently outside the problem. 

§ 3. Usde887^e9$ of the theories of productvm and diatribe 
ticn in regard to Combination and SooicUiavi^ 

Partly, no doubt, owing to the very effectiveness of the 
Jialtho-Ricardian political economy, the practical problems 
with which it was chiefly concerned were soon solved. Since 
the repeal of the com laws another great controversy has 
come, in the popular apprehension, if not always in the 
opinion of economists, to overshadow all others in economics 
— tho controversy which is carried on in an almost infinite 
variety of shapes between the supporters of the existing 
arrangements of society and those who desire that associa- 
tion in one or other of its numerous forms should encroach 
on the sphere of private property and individual competition 
in order to improve the condition of the less fortunate 
members of the community, 

However lucky Error may bo for a time, Truth keeps the 
bank, and wins in the long run. Mistakes which were harm- 
less in the discussion of free trade, the poor-law and the 
resumption of cash payments, have often been extremely 
pernicious in their influence on the later controversy. The 
bitter hostility to trwle unions, which, at any rate till very 
recent years, was felt by the 'upper' and 'enlightened' 
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dasses, was doubtless chiefly due to dislike of thnt loss of the 
more petty delights of power which was involved in the sub- 
stitution of the relation of buyer and seller of work for the 
old relation of master and servant, but it was fostered by the 
' papulation and capital ' theory of wagos^ which really made 
many people believe that associations of wage-earners, how 
ercr annoying and harmful to employers, must always be^ 

^powerless to effect any improvement in the general condi 
tinn rrf the employed. The exploitation theory of German 
socialists, which even in England has done much to embitter 
the higgling of the market — called by some * industrial war/ 
or 'conflicts of labour and capital * — by representing the fact 
that ' Labour* does not receive the whole produce or income 
of the community, as the result, not of the mere existence 
of private property, but of some mysterious process whereby 
'Capital' cheats 'Labour' out of a part of its legitimate 
reward, owes its origin to the old subsistence theory of 
wages, to tho confusions about the nature and functions of 
' capital,' and to a natural reaction against the attempt to 
explain interest as the reward of some painful or meritorious 
action. The movement for 'nationalising' land without 
compensation to present owners, on which Mr^ Hemy George 
and oth ers have wasted Immense energy, would probably 
never have lorn hoard tjf, if the RirRrdiwi eccmemists hod 
not r ■ i I rent as a sort of vampire which continu- 

aRy oi . ;L laro-er and larc^er share of the produce, and 

if they had not. f'tilol lo rLissifv rent and interest together 
as. two &pecica_Q£ one genus. The folly of endeavouring to 
remedy poverty by advocating the confiscation of land, or by 
attacking other particular kinds of property, would not so 
eoailyhave escaped recognition by reasonable individuals, io 

.the second half of the ningteenth century, if the economics of 
W first ha lf had given the difltribution ot wea lth between 
individualajts j> ropor pl ace, instead of being so excluaively 
devoted to the distribution oT wealth l^etWeen economic cale* 
gories such us * labotifer%' '-capitalists,' And * landlords/ - la — 
that case it would have been much more obvious that the 
greater extremes of poverty, as well aa tho greater extremes 
of riches, are due to the inequality which prevails in the dis- 
tribution of the aggregate income allotted to each of the 
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three categories, 90 that just as great riches are due to sonu 
I individuals havlDg acquired much property, bo great poverty 
JB due to some individuals not earning the average wages of 
labour, and the latter circumstance is no more due to the 
existence of private property in particular classes of objects 
than the former. 

Besides all this, it seems that for the discussion of changeti 
in a socialist or communist direction, the political economy of 
the first half of the nineteenth century does not deal with the 
right subject-matter. Whether any such change should be 
made or not is generally a question to be decided by the effect 
which it will have upon the material welfare of the persona 
concerned. But the subject matter of the early nineteenth, 
century political economy is not ' wealth ' in its original sensa^ 
of material welfare, but ' wealth ' in the secondary senso of 
material objects possessed of exchange value, or at any 
rate in the sense of commodities and ser\nce8 possessed of 
exchange value. That ' wealth ' in this sense and material 
welfare are not the same thing every one recognises, but the 
closeness of the connexion between the two is much over- 
rated. In reality, even as society is at present constituted, 
the amoimt of wealth enjoyed by individuals and nations 
affords very insufficient information about their material 
welfare. In the first place, according to a well-known rule, 
each successive increment of 'wealth' produces a smaller 
amount of material welfare, and consequently a given amount 
of ' wealth * will produce a greater or smaller amount of 
material welfare according as it is distributed more or lesa 
equally. In the second place, the effort of obtaining the 
' wealth * is a factor in the determination of material welfare 
just as much iis the enjoyment of ' wealth.' When the effort 
is, as often happens, purely pleasiuable, the material welfare 
of the people is increased by it. When, on the other hand, 
the effort is either excessive, and therefore painful, or accom- 
panied by unpleasant incidents, the material welfare of the 
people is reduced by it. In the third place, a great quantity 
of that part of the produce of industry which is created by 
men and women working, not for money rewards, but from 
other motives, such as family affection or duty to the com- 
munity, is for all practical purposes incapable of being valued 
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and set down in the sum-total of commodities and aerricea 
with exchange value. 

But it ib just on these very points where the early nine- 
teenth century political economy is so weak that the diHCU»- 
sion of socialistic and communistic changes chiefly turns. 
The aim of socialist and communist aspiration is to increase 
the material welfare of the race by introducing greater 
equality In the material goods enjoyed by individuals, by 
reducing idleness on the one hand, and excessive and irre- 
gular effort on the other, and by eventually substituting 
associated for competitive labour, and abolishing both the 
institution of private property and the practice of exchange, 
without which value, in any reasonable sense of the word, 
cannot exist. Aa to all this, the economist who confines 
political economy to the consideration of commodities and 
services with exchange value is obliged either to keep silence 
or to resort to the expedient of speaking, not as an economist 
but as a ' social philosopher/ 
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§ 4. Cfumgca in the theories aiiice 1848. 

To continue the history of the theories of production and 
distribution from 1848 down to the present time (1903) even 
in the briefest possible sketch would be an immeuHo task, 
largely in consequence of the loss of insularity which English 
political economy has undergone. In the origin and develop- 
ment of the doctrines dealt with in the present work, France 
certainly played a great and often underrated part, but the 
historian could safely neglect the rest of the world. That is 
no longer possibla During the last half century not only 
Germany, and at a later date Austria and other European 
countries, but also America, have entered the lists, and have 
so profoundly modified English economics that the work of the 
historian has become much wider and more complicated. 
Moreover, it seems still true that it is too early to treat of 
the economics of the second half of the nineteenth century in a 
historical spirit. It must be left to the next generation, or 
the next generation but one, to unravel the thread of progress. 
But the nature of some of the criticLsms passed upon the first 
edition of this book suggests that it may be desirable to add 
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here the shortest poeaible account of the more important 
changes which appear to the writer to have taken place in the 
theories of production and distribution, and to explain how 
they have aiTected the attitude of the economist towards the 
practical economic problems of to-day. 

Whatever definitions of economics may be adopted, it is 
dear that the conception of its subject has become wider than 
it was. There is no longer any attempt to imagine a pile of 
' wealth ' growing and growing, and yet the community no 
better off. The economist of to-day recognises that he has to 
deal with man in relation to one particular kind of human 
welfare. The idea that this particular kind of welfare is 
dependent simply on quantity of goods accumulated or periodi- 
oally furthcoming, has been rendered untenable by the progress 
of theory as to the nature and measurement of utility. Ever 
flince Jevons explained the declining utility of successive incre- 
ments of food it has been impossible for the English economist 
to rely much on the fact that a loaf is a loaf whether it is 
cniiubled in the bauds of a surfeited Dives or devoured by a 
starving Lazarus. The same loaf is of less use to Dives, and 
the modern economist must recognise the fact. Hence he is 
obliged to lay down propositions as to the material welfare of 
individuals and communities, and cannot, even if he wishes to 
do so, confine himself to statements about increases of material 
commodities and services. It would be impossible for any 
economist of the present day to repeat Malthus's remark that 
Adam Smith mixes the nature and causes of the wealth of 
nations with the causes which affect the happiness and comfort 
of the lower orders of society. 

The change has important effects, which are not yet fully 
worked out, upon the theories of production and distribution. 
Are we to continue to treat production and distribution as pro- 
duction and distribution of commodities and sewices, irrespective 
of the greater or less utility these commodities and services 
may possess under different conditions ? If we do, wo require 
some new department or heading other than ' production ' and 
* distiibution * to be devoted to economic theory on this subject 
Or are we, on the other hand, to reckon production as greater or 
less according as the utility of the commodities and services 
produced is greater or less? If we take this alternative, we 
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must be prepared for Production swallowing up the Distribution 
of goods, since the way in which goods are distributed affects 
their utility. Thus the new 'Production* will include the old 
'Distribution/ and the new ' Distribution * will be very 
different from the old, since it will no longer be possible to 
compare the shares entirely by their value or amount Of the 
two alternatives the first involves least break with tradition; 
and so we often find in the treatises of the present day addi- 
tional * books ' or 'parts' in which the relationship between 
goods and utility is dealt with. But there is little agreement 
as to the title of this new depnxtment and the method of 
arranging it The uncertainty which prevails on this point is 
probably one of the most important obstacles to the production 
of that clearly-arranged popular text-book which all teachers 
demand and none seems able to produce. 

The theory of production is still grouped round the re- 
quisites or agents of production, but the number of primary or 
essential requisites is reduced to two by the exclusion of capital, 
which, as J. S. Mill himself recognised, cannot reasonably be held 
to be an essential requisite of production, though it doubtless is 
an essential requisite of high productiveness of industry. 

In the doctrine of population, or in other words in the 
doctrine of the relationship between land and labour, a great 
change has taken place. It is now clearly recognised that the 
point at which the returns to industry cease increasing uud 
begin to diminish — the point as it may be called of maximum 
productiveness — is constantly being shifted by the progress of 
knowledge and other circumstances, and that the shifting is 
generally in the direction of increasing the population which 
is consistent with the maximum productivenass possible at the 
time. Although the population of the civilised world has 
enormously increased since 1848, no one would now think of 
saying, as J. S. Mill said then, 'the density of population 
necessary to enable mankind to obtain in the greatest degree 
all the advantages both of co-operation and of social inter- 
course has, in all the most populous countries, been attained.* 
We see that while the maximum productiveness point may 
have been reached in 1848, when the population of England 
and Wales was 17} millions, it may not be passed or even 
attained in 1903> when the population is 33 millions. 
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The displacement of capital from the triad of productive 
requiHitus and its rulcgation to the same rank as oi'ganisation, 
knowledge, mental and muscular power, would not, perhaps, 
have been of much importance if it had not been represented 
as the most active clement in the triad. As it is, the change is 
immense. No longer is capital supposed to decide whether 
industry shall be set in motion or not, and whether it shall 
flow into ilxia or that channel when it is set in motion. 
Capital takes its proper place as an inanimate stock of goods 
and machinery which it is found useful to maintain. The 
normal amount of industry in the world and in each country of 
the world is seen to depend not upon the stock of consumable 
goods and machinery therein, bnt upon the number of the 
people and their ability and willingness to work. The power 
of 'managing' industry is attributed not to the mute and 
inanimate capital, nor even to the owners of the capital, but to 
a particular class of workers — the * entrepreneurs' — and it is 
dearly seen that even they can only direct industry into 
particular channels by virtue of their intelligent anticipation 
of the orders of the consumers, whose demands they have to 
satisfy on pain of bankruptcy. In the old biograph of produc- 
tion the student was first introduced to an 18th-century British 
farmer standing on a prairie beside a stack of wheat and a 
table covered with loaves. He raps upon the table, and theru 
enter from nowhere in particular some hungry labourers, who 
immediately consume the loaves, and are set to work by the 
farmer's promise to divide the stack among them in the 
course of a year. The modem economist sees that the stack 
is only there in consequence of the anticipated demands of the 
labourers. He recognises that the inanimate stock of goods 
does not settle how many men shall be employed; but saving 
men settle bow much stock there shall be, and consuming 
men settle by their expected demands what forms that stock 
shall take. 

In Distribution, the confusions of the old doctrines arc 
disappearing. The distinction between the landlord 'taking 
a larger and ever larger proportion of the produce* and 
'increasing rents' is no longer frequently overlooked. A fall 
in the rate of interest is confused with a smaller proportion of 
produce going to the capitalists oEdy by city editors and that 
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very ignorant person the man in the street. It is compre- 
hended, though not always very clearly, that the earnings of 
labour may keep on rising and the rate of interest keep on 
falling, while the proportion of the whole produce going to 
labour is cuatiuually diminishing. Stalisticiuna have scarcely 
as yet provided a sufficient answer even to broad questions, 
such as, 'Did eamiuga of labour form a larger or smaller 
proportion of the income of the community in 1800 than in 
1900?' — but they have at least made it possible to conceive 
the answer to such a question in numerical form, and when 
that is done it is impossible to fall into the old confusions 
any more. 

The great questions which used to be treated under 
' Distribution/ though they are just as much productional as 
distributional, namely, the questions as to the causes of high 
and low rent, profit and wages, are far more satisfactorily 
treated. The Kicardian theory of rent seems to be falling into 
the background, chiefly, perhaps, because with the growth o! 
urban laud rents it has become more evident that the vaiying 
number of * doses of labour and capital ' which it is profitable 
to apply to a particular acre of land is a factor in determining 
its rent no less important than the yield of each of these doses 
over and above the return to the 'marginal dose.' For 
example, it is seen that while the site of a Now York sky- 
scraper might very probably yield a larger return as a potato 
patch than au equal area cultivated in the same mamier in 
Donegal, this surplus is a small matter compai-e^i with the 
extra rent obtainable in coosequence of the New York site 
being a suitable place for the exertions of hundreds of com- 
mercial men floor above floor. The Ricardiau theory does not 
profess to give any information about tho number of doses 
3rielding more than the marginal daso which it is profitable to 
apply, and consequently, in telling us that the rent will be 
cquad to the sum of the surplus returns from all the doses 
which it is profitable to apply, it tells us very little. It is seen, 

I too, that the difference supposed to exist between income 
derived from the ownership of land and the income derived 
from tho ownership of other things is in fact a difference 
ft between income derived from things which cannot be increased 
I or diminished, and things which are liable to diminution by 



4m cgW4i. mmnrm [chap, ix 




Iks nodwB state cam nB«l 

Bfttalit J in Tsnooa wmji. OompolMj ednofttioa 
tad other iBrtik CioM «■ the aanoig pMPBrof jiM^cfafldreD 
diiooon^ Ht whBofrM ■ rhonlni g and McamplioM of HooMof 
tba fcmilj tofto's ezpeodiUire from tasAtioa enoonnge it. 
Hoooe it is dennble fior the goremment of & otete to kzMw 
whether naUlitj aoaJs ooooongement or di a cott gy ent 

It niDit be admitted that the eoooomist cannot decide this 
queation in any paiticalar coobl He is Mm that population 
maj be too great or too smsll, bat he has no aeans beyond 
those possessed by the statesman of judging whether the 
population of France in 1903 is too smail. He may be toler- 
ably sure that 20 millions would be too few for France, but he 
cannot prove the proposition, and he is not really sure whether 
the actual population is too small or too gjeat or just about 
right But it is surely something to be able to refute the 
agricultural enthusiasts who believe in an unlimited increase 
of population, and also the neo-Malthusian fanatics who regard 
restriction of population as the one thing needful at all places 
and timc«. It may also be added that at present there would 
be Uttlo chance of the economiat being listened to if he did 
suooeod in discovering some infallible criterion for determining 
tho exact poeition of the point of maximum productiveness. 
International jealousies and consequent military considera- 
tions, rather than economic motives, will for the present, 
unhappily, decide whether modem states desire to encourage 
natality more or loss. 

With regai'd to the restrictive policy, called by the sweet 
name of * Protection/ and its negation, called by the equally 
attractive name of *Free Trade/ the doctrine of the modern 
economist is just as unambiguous as that of Adam Smith or 
Bicardo. Nobody who has once grasped the idea of the human 
race co-operating in the production of the services and oom- 
moditios enjoyed and the things saved and added to capital 
can fall into the absurd confusion involving the conception of 
tho pt^rpt'tual export of gold from a country with no gold mines 
which forms the basis of the cruder forms of protecti< 
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I As to the earnings of labour, we find the economics of 1903 

I far simpler than those of 1776 or 18+8. The modern theory 

I of earnings is that the average earnings per head depend 

immediately (not indirectly through consequent variations of 

capital) upon the produce per head and the proportions in 

^ which that produce is divided between workers and owners of 

■ projjerty. History seems to show that when the proportion 

taken by owners of property increases^ the increase is usually 

I due to the increase of capital. This increase of capital tends 
to increase the produce per head, so that while the average 
earnings are tending towards reduction in consequence of a 
change in distribution, they are tending towards increase in 
consequence of a change in production. Hence, as a matter of 
fact, even if, as is probable, the proportion of produce obtained 
by property has increased, that increase has not been accom- 
panied by a decrease but by an increase in average earnings. 

§ 6. Usefidneaa of Oie existing theories. 

It will perhaps be alleged that the modem theories, though 
possibly more correct, are not so useful as their predecessors. 
The politician complains that the modern economist is always 
sitting on the fence and will not give a plain answer to a 
practical question. The truth is in reality that the economist 
refuses to take a side when both sides are wrong, and declines 
to say Yes or No to a question when both the aflirmative and 
the negative answer would make him admit what he knows to 
be untrue. Till tho politician learns enough to be able to ask 
a fair question he need not demand a straight answer. To fair 
questions the modem economist is quite ready to give a straight 
answer. 

Let us examine the attitude of the modem economist 
towards several great practical problems, beginning with the 
question of population. It is clear that there is now at work 
anew force, of which Malthus scarcely thought, tending to make 
what ho called the prudential check much more eflFective than 
it was. In consequoDce we find tho population of Franco 
stationary, and natality, which is the only source of population, 
declining in what are considered the most civilised parts of the 
tt of Europe and Anierica. J. S. Uill,, and probably Mtilthii'; 
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also, if be overcame scruples about the means, would bave hailed 
the chaDge with delight. What has the modern economist to 
say ? Is the change good or bad ? This is a practical question^ 
because the modern state can scarcely avoid discouraging or 
encouraging natality in various ways. Compulsory education 
and other restrictions on the earning power of young children 
discourage it, while free schooling and exemptions of items of 
the family man's expenditure from taxation encourage it. 
Hence it is desirable for the government of a state to know 
whether natality needs encouragement or discouragement 

It must be admitted that the economist cannot decide this 
quefltion in any particular case. He is sure that population 
may be too great or too small, but he has no means beyond 
those possessed by the statesman of judging whether the 
population of France in 1903 is too small. He may be toler- 
ably sure that 20 millions would be too few for France, but he 
cannot prove the proposition, and he is not really sure whether 
the actual population is too small or too great or just about 
right. But it is surely something to be able to refute the 
agricultural enthusiasts who believe in an unlimited inci'ease 
of population, and also the neo-Malthusian fanatics who regattl 
restriction of population as the one thing needful at all places 
and times. It may also be added that at present there would 
be little chance of the economist being listened to if he did 
succeed in discovering some infallible criterion for determining 
the exact position of the point of maximum productiveaeB& 
International jealousies and consequent military considera- 
tions, rather than economic motives, will for the present, 
unhappily, decide whether modern states desire to encourage 
natality more or less. 

With regard to the restrictive policy, called by the sweet 
name of 'Protection/ and its negation, called by the equally 
attractive name of *Free Trade/ the doctrine of the modem 
economist is just as unambiguous as that of Adam Smith or 
Ricardo. Nobody who has once grasped the idea of the humau 
race co-operating in the production of the services and com- 
modities enjoyed and the things saved and added to capital 
can fall into the absurd confusion involving the conception of 
the perpetual export of gold from a country with no gold mines 
which forms the basis of the cruder forms of protectioi 
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iallacy. Once granfc that there is no need to fear that the 
people of each country may purchase from the people of the 
other countries more - th w a than they can pay for, and all 
ordinarj' popular protectionism falls to the ground. There 
only remain the arguments against national specialisation in 
industry, which are for the most part frankly non-economic 
So far as they are economic they are sufficiently met by the 
general demonstration of the etTecta of the control of self- 
interest over production. If there is no suggestion that 
Middlesex and Huntingdonshire or Massachusotts and Cali- 
fornia get anything but benefit from the fipecialisation brought 
about by self interest, it is hopeless to argue that Germany 
and the United States will get anything but benefit from that 
specialisation. 

It will perhaps be suggested that at any rate the modem 
theories have not prevented a revival of protectioniam in Euglaud. 
The answer to this is that the s^ipposed revival is somewhat 
mythical It is true that a certain considerable amount of 
protection has been recently secured by English agriculture ; 
but this has only been accomplished by stealth and ruse. The 
restrictions on the import of cattle and the grain duty would 
never have been imposed if they had been frankly advocated 
on protectionist grounds. The fact that they could be imposed 
at all is chieBy due to the fact that England is now so much 
more wealthy and imports of agricultural produce are so much 
greater than in the middle of last century that a considerable 
bonus can be given to British landlords without the buixlen on 
the millions of payers being very much felt Should the 
burden once more grow perceptible, it will bo cast off again 
with the same rigour and completeness as in 1(54^. and the 
economics of the day will be foimd to furnish quite sufficiently 
effective arguments.^ Even now the current cry for ' efficiency ' 
seems likely to promote the cause of free trade. For the 
purpose of increasing efficiency in industry there is no greater 
and more obvious need than the free competition of foreign 
products and foreign workmen. Under protection the pro- 
ducers have not the same opportunity of copying and improving 

^ This paragraph was writt«u in March, 1903, anil sent to the printer two daya 
beForo the onnounctiincnt of the abandonment of the gnun duty in tlio Budget of 
1903. The author did not expect so early a couflrmation of h\a now. 
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upon foreign products and foreign methods of production, and 
they need not, and generally do not, trouble their heads about 
the matter. A protected 'infant industry* ia usually sufifocatod 
by its foster-mother. If an article can be made as easily at 
home as abroad, let it be imported till there i» a considerable 
market for it, and then the home-manufaoture can be profitably 
Btarted without any protection. Exclude the article and it wiU 
take far longer for its manufacture at home to bo started. The 
educative effects of free trade — its effects in producing that 
kind of knowledge and intelligence which is the greatest need 
in business, are by no means its least important advantage. 

With regard to the effects of combinations of wage-earners 
upon the earnings of labour, the modern economist gives a 
plain answer, if his questioners would take the trouble to listen 
to him. The wage-fund theorists thought combinations could 
not raise wages, because the fund to be divided was determined 
by the will of the capitalistst, which would not be affected by 
combinations. This simple view has been abandoned ; but it is 
not true, as is sometimes said, that nothing has been put in its 
place. Modern doctiine teaches plainly enough that combina- 
tions of earners can only raise earnings if they can raise the 
value or the quantity of the product, and that producers can 
only raise the value of the product by reducing its quantity. 
Common observation and careful investigation show that in 
practice combinations of earners, without power to prevent 
outsiders from entering the trade, can do little in the direction 
of raising the value of their product. Where they have raised 
earnings it has almost always been by increasing the product 
per head enough to compensate for some loss of value rather 
than by increasing the value of the product enough to com- 
pensate for some loss of quantity. 

Lastly, we have to consider the relation of the modem 
economist towards socialist and communist aspiration. Hero 
the complaints against him are loud and persistent. One side^ 
still imbued with old tradition.s, is bewildered and annoyed to 
find that scarcely a single English economist of repute will join 
in a frontal attack upon socialism in general, while the other 
side ia dissatisBed because nearly every economist, whether of 
ivputc or not, is always ready to pick holes in most socialistic 
proposals. 
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It is quite true tliat the economist of to-day is far less hostile 
to socialism in general than his predecessors of the classical 
school. This change Ls due in great measure to the change in 
the method of measuring utility. The doctrine of marginal 
utility stamps as economical many things which could formerly 
be recommended only on * sentimental ' or non-economic 
grounds. If socialist aspiration in England ever obtained much 
strength from Marxian doctrines, that time is past, and it is 
now chiefly dependent upon the popular belief that greater 
equality iu the distribution of wealth is desirabla Modern 
economics shows that this belief is correct. Assuming needs 
to be equal, modern economics certainly teaches that a given 
amount of produce or income will 'go further* the mora 
equally it is divided. Tbe inequality of the present di.stri- 
bution has no pretension to be in proportion to needs, while 
the equality striven after in socialist and communist aspiration 
is always understood, sometimes perhaps rather obscurely, to be 
modified by differences of need. 

Hence, so far as distribution atone and taken by itself is 
concerned, the economist of the present day finds himself in 
considerable sympathy with socialist aspiration. But having 
studied the action and reaction of distribution and production 
upon one another, he cannot isolate changes in distribution and 
recommend them regardless of their eflfects upon production. 
He is not, indeed, obliged to adopt the old view that industry 
can never at any future time be sufliciontly excited without the 
stimulus of economic self-intorest. He sees that as a matter of 
fact nmch of the hardest and best labour of the world is done 
for other than economic reward-^, and he can conceive the possi- 
bility of arrangements being evolved which would provide 
similarly effective motives for the industry of a whole peoplo. 
The assertion that this must always be impossible because 
human nature always remains the same, does not trouble him 
when he remembers how many things in our present slate 
would have seemed absolute impossibilities to the mind of 
William the Conqueror or Queen Boadicea. Nor is he obliged 
to accept the Malthusian anti-communist argument as fatal to 
socialist aspiration. It is certainly true that increase of popu- 
lation could not long continue at the fastest rate physically 
possible without disaster of some kind ; but there is no reason 



40« 



GENKHAL REVIBW 



|[CHAP, IX. 



for supposing th&t the most thorough communism would 
encourage or permit such an increase. Even at present it is 
true that natality is kept down to a considerable extent by 
non-economic causes, and these causes might very possibly be 
strengthened in a communist system till they were nearly of 
the required power. ' Nearly ' Is all that is necessary, because 
it seems difHcoIt even for the most enthusiastic individualist to 
claim that his own system secures more than that 

To the economist the question is one of organisation. 
Could production be as well arranged in a socialist system as 
with private property and free labour ? Would the organisation 
meet the consumers* wants as accuiutely? Of course there 
are some people who persuade themselves that the wants of the 
consumers are only met occasionally and by chance at present. 
They conceatrato their minds on any instances of confusion or 
waste which they come across, and regard these as normal, and 
the ordinary working of business as unusual and fortuitous. 
Instead of seeing the modern civilised world as it is, on the 
whole tolerably well fed, they imagine people as rushing hither 
and thither, and only occasionally happening to get a meal. 
Instead of seeing that, after all, nobody goes naked and most 
are tolerably well clothed, they imagine a shivering population 
engaged in borrowing and stealing each other's rags. Instead 
of seeing the millions of fairly comfortable houses mostly 
spread over a reasonable extent of ground, they think of the 
whole people as huddled together in damp and insanitary 
hovels. Instead of seeing the people carried to and fro by all 
kinds of means of transport, with regularity and dispatch, they 
can only see people fighting to get into an over-crowded train 
or tramcar and being left behind. 

But these observers have something amiss in their mental 
^ion. To the healthy eye it is obvious that the existing 
organisation, though not by any means perfect, is at any rate 
better than any organisation which any form of government 
could have substituted for it in the past or in the present. As 
regards the past, this will be readily admitted by almost every- 
one. Nobody thinks that Wessex could havo had a socialist 
organisation of production with advantage thirteen hundred 
years ago. Scarcely any one thinks that Great Britain could 
have organised production by aome conscious effort two hundred 
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years ago. None but faQatics think that Qreat Britain, or 
Great Britain and Ireland, or the British Empire, or the 
ciTilised world, or the whole world, could with advantage 
establish socialist arrangements at the present moment. Tho 
progress of historical knowledge during the last half-century 
has quite exploded the old belief in sudden 'revolutions.* 
The supposed sudden revolutions of the past have been ascer- 
tained to be merely salient points in the course of gradual 
changes extending over centuries. Hence, nobody of ordinary 
information and intelligence any more expects a 'social revolu- 
tion,* a sudden and complete overturn of the existing order in 
regard to property and industry and the substitution of com- 
plete regulation of industry by some form of territorial 
government. All that can be expected by the most enthusiastic 
is gradual change in the direction of such a state of things. 

Modem economics contains nothing to show that gradual 
change may not eventually, in a distant future, evolve some 
form of conscious organisation which at that time will work 
well and better than the unconscious organisation resulting 
from private property and free labour ; but it does not seem 
in the least necessary for the economist to hold any particular 
views on the subject beyond the hope that the future may be 
better than the present. The idea of gradual progress being 
admitted, he is left at liberty to consider the good and evil of 
each change which is made or proposed, without supporting a 
bad change because it appears to tend towards a particular 
ideal, or condemning a good one because it does not. Hence 
he is certain to disagree frequently with both socialist and 
individualist fanatics, who support and oppose changes, not on 
their merits, but according to the opinion they have formed, 
often on wholly insufficient grounds, as to their being move- 
ments towai'ds or away from their ideal 
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much emlarged, 130 n. ; title of 1st ed., 131 ; population always checked 
by vice and misery, ib. ; or by moral restraint, 132; title of 'M ed., 
133 ; main subject, ib. : exact nature of the Principle, 134-5 ; nothinff 
to prove the necessity of checks except the geometrical and arithinctical 
ratios, I3.')S ; indefensibility of the arithmetical ratio, 139-4.S ; failure 
of the argument of tlie book, 143-4 ; not based on the law of diminishing 
returns, M4, 180; supposed law that the annual addition to produce 
must diminish, 144-5 ; when popnlation decreases the margin of cultiva- 
tion rises, 146 ; descent of mai^n does not prove diminution of returns^ 
172 ; poor law cannot benefit labourers, as wages depend on the incresM 
of subsistence, 23S-39 ; error of this pointed out by RicAtdo, S39 ; in- 
crease of manufacturing capital does not raise wages, 2:S9 40 ; this pass- 
age dropped, 240 ; price of labour expresses the wants of society 
respecting population, 256; object in writing the first edition a practical 
one, 384; object of the second edition still more practical, 385-6; 
* practical design to improve the condition of the lower classes,* 386. 

^— An Inftniitjation <if the Cause of (he Present IH'jh Price of Provitiont, 
1800, importation and growth of corn encouraged by the Poor Law, 239 ; 
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■OftrdliM due to oTer-ponalAUoo, 3S5 ; reason ol deUy in bringiBg 
th* Mooad eilitiiru of the uny, ib. 

MftlUini, Thomu Hul>«re» il /,<£'er to Samiul muUtrtad, Ktq,, M,P., oti 
propo^d BUI /or /A« ^nKm^nuiti o/cV. /'oor £4U0«, 1807, sKowa 
iMUOg uid carefal study of tbe poor Uw qaeatioa, 386^ 

-*— OAvervofioiw on the Eff-e^ i^ihe Corn Law*, and of a Rue or Fall m tks 
Prif €(f Com onthe AgriruUure and Qtmmi Wtjoltk o/tJu Ctmmiry, ISU, 
impartuJ coinpiruon of Protection and Free Trade, 153 ; restrictioa of 
import! muftt r&iac price by forcing reoonne to poorer land. 153 4 ; pro- 
feMKwial sty la, 380-7. 

TAtf OrtnimU qfan Opinion on M« Poliry ofrtAUieting the Importatian 

Foreign Com, 1815, date of pablic&^oa, 161 n. ; protectionist, 161;' 
inereaaing prices dae to necessity of cultiv:iting poorer soil, ib, ; does not 
oODvinoe iUcardo, 163; pamphlet on practical politics, SS7. 

—— j4n Inqxiiry into thr }ft!U*trf and Progrt** of Rent, and ihf PrinfifiUt 6y 
WurA it ift rtJjii^atfd, 1815, date of pabUcation, 161 ft. ; hifh price c^ 
agricultural prodnoe due to employment of inferior land, 162-3 ; advano* 
of prioe retarded by Oigricultural iinprovements, 163 ; effect of the arga* 
ment on Ricardo. *b. ; rent not result of monopoly, 2S2 ; subject a practi- 
c&l one in 1S15, 222-3; three eaoaes of rent, 223-4 ; four causes of rise of 
rent, 312-3; nso of rent mast precede extension of cultiv»tion, 314; 
views oriticiaed by Ricardo, 321, 331 ; landlord's proportion declining, 
340 i a pamphlet on practical politics, 387. 

*— Prineipitt if PoiMeaJ Bcancnny contidered wUh a view io their praeiietU 
application, 1820; 2d ed. 1836, neoeaaary to ooniider valae in estimai- 
{ng wesUh, 7 ; wealth of a country and a people to be measured by 
amount per acre and per capita, 13 ; * progress' compatible with dimin- 
ishing prodnctireness of labour, %b. ; wealth oomposod of material 
objects, 27 ; degrees of productiveness of different kinds of labour, ib, • 
divisions of the book, 34 ; triad of productive requisites absent, 41 ; 
horses fired capita], 58 n. ; farmer's working expeBsea and interest art , 
'aooamulatioas,* 99 ; what is saved is consumed, and saving is employ-, 
ing a partiottlar kind of labonr, 100 ; capital and revenue together make 
np the produce, 101 ; profit calculated on annual working expenses, in- 
cfudiog interest on capital, 101-2; Barton ingenious, 114; hot hit 
doctrine unnecessary, 116 ; failnre of Ricardo to lay stress on uriool- 
tnral improvements, 166-7 ; loDg-lasting but still temporary emct ol 
improvements In counteracting dimlnianing returns, 167; pro6tB ob* 
tained because capital facilitati*! labour, 2(H-5 ; argument oi pamphlefc 
ou rtmt restated, 227-8 ; Rioardo's natural wages rejected, 257 ; habiti 
which determine wages are liable to change, 257 ; causes of change, 258|j 
criticism of Barton, 250 ; of Rioardo's theory of profits, 290 ; agreement 
with Adam Smith on the subject, 290-1 ; criticism of Ricardo on tem- 
porary and permanent effects, 332 ; rejection of Ricardo's theory as to 
variatlcmB of rent, ib. ; difforences of wages in different employment! 
determined by supply and demand, 363 ; distribution of land. 3fi9-70; 
French law of succeaaion a fearful experiment, 370; little added to 
earlier works, 387. 

— Dejinitions in PoUti^ai Economy, prtceded 6y an Inqyiry into the RnUa 
Kihirh ought to (fnide Pofificnl Economics in the D^nitton and use ofthtir 
Terms ; u^h litmarkt on the DevieUion from these Rules in their WrUiH^e, 
1S27, goods produced and appropriated without exertion not wealth, 7-8} 
capital and revenue two sorts of expense, 08-9 ; aceomulation the em- 
ployment of revenue as capital, 99 ; little added to earlier worki, 
S87. 

— — Correspondence, affixed to Senior's Ltctures on Popslolson, 1828^ 
tendency of population to Increase faster than food, 171. 

Maruet, Mrs. Jane, Convcrtafions on Poiih>ai Economy^ in vfhiek the EIejMnt$ 
of thru Seienu are familiariy txplttintd, 1816, w»j;es dependent on the 
proportion whloh capital bears to the labouring p^tpulation, 242, 263. 
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Manhftll. Alfred and Huy Pidey, The Beonom<e9 of Industry, 1879, faUnoy 
of MlU'a arithmetical flumple of the efftict or improvemflata od rent, 337. 

Alfred, Frincij^at of Sconomica, voL i. 4th ed. 1898, Malthoa'a geometri- 

c&l and arithinotical ratios, 143 n. ; Ricardo's two classes of improvemaiita, 
326 n, i fallacy of Alill'B arithmotical example of the effect of improve- 
ments, 837 ; MoleB of fertility, 377 ; riuasi-ront, 400. 

Uarz, Karl, CapUal : A Critical A naJyns o/CapitaiiH Production, tnuulatioa 
edited by P. Engels, 1887 (Ut German ed. 1807), akilled Uboar equal to 
ft ffreetcr quantity of eiinple labour, 303. 

lilU, James, Comvurce Dtfiivlcd : An AnsvKr to tht Arguments by vjhieh 
Mr. Sptntty Mr. Gobbetl, and othera have alttmpttd to prove thai Com- 
merce is not a source qf National Wealth, 1808, wealth oonswts o( toIu- 
able objecUi, 6 ; national wealth mcoxtired by the per capita omonnt, 
12-13 ; consists of powers of annual production, 17 ; productive and uo- 

Enxluctive labour, 27 ; intcmatiooal commerce a branch of divisinn of 
kboar which allows localisation of industry, 48 ; capital an ojmu&i 
produce, 90 ; conBumption to full amouiit of production, ib. 

—^SUmenta <^ Political Economy, 1821, 2d ed. 18*24, 3d ed. 1826, pro- 
dnctive and ouproductive labour, 27; division of the book, 34^; 
treatment of production, 39 ; two requisites of production, 41 ; provi- 
siou of instruments and materials is capital, Oi-S ; capital a otock, 
95; what is anniially produced is annually consumed, 96; fixed 
and circulating capital, i&. ; reproduction of capital in a year, 96-7 ; 
fixed capital facilitates production, 112 n. ; amount of capital regulates 
amount of industry, 116; clrculrting capital assimilated to fixea, 121; 
diminishing returns an invariable rule, except in new colonies, 109; 
distribution only concerned with wages, profit, and rent, 169 ; rent not 
to include profit on capital invested. 196 ; desire to strengthen the claim 
of the capitalist, 206-7 ; profits paid because the capitaliit expects % 
reward, 207; profiU tho wages of hoarded Uboor, 207-8, 209-U, 212; 
said to be alHstract, but discusses means of raising wsges, 259 ; tragefl 
dependent on proportion between population and capital, 259-60 ; popu- 
lation has a tendency to increase faster than capital, 261-2 ; limitatioii 
of birthn can raise wages to any height, 262-3 ; protits depend on wages, 
291-3 : difforont mconinn of a variation of wastes and profits. 296 ; ex- 
planation of historical fw of profits omitted in 3d ed. , 297 ; rent increoset 
as the effect of capital decreases, 332 ; confused ideas as to the proportions 
of produce falling to rent, profits, and wages, Zhi Ti ; nothing to say about 
dinerenoes of wages, 363 ; formula for rent of ditfereut acres of fand at 
the some time, 375-6 ; oomet, but adds little to Adam Smith, ib. ; objec- 
tion, 376-7. 

Mill, John Stuart, Essays on some Unsettled Questioms qf Political Economy, 
1844, wealth of a country, its permanent sources of eujoymvnt, 18; 
productive and unproductive labour, 301, the word 'tend,' 159 n. ; 
remuneration of employer's labour, 192-3 ; profits depend on wages, 
206-902 ; long interval between the composition and punlication of the 
book. 390. 

Principles of Political Economy, Ufith some of their Applications to Social 

Philosophy, 1848, 2d ed. 1S49, 6th ed. 1865, People's cd. 1865, wealth 
not bullion only, 4 n. ; exchangeability sBscntial to wealth, 8 ; laws of 

SrodnctioD resemble physical truths, 10; progress compatible with 
Imiuishiug productiveness, 13; wages of unproductive labour to be 
excluded from national income, 31 ; theory of production consists of 
observations on tho three requisites, 40 ; labour and land primary, 
capital additional, 42 ; change of occupation and sloth, 46 ; consequences 
of invention not to be attributed to division of labour. 47 i neglect of 
territorial division of labour, 49 ; division of labour allows its distribu- 
tion according to natural talent, 60; division of labour one form of 
cooperation, 51 ; superior seonrity a cause of increased productiveness, 
i6. ; other causes, t&. ; capital an accumulated stock and result of saving. 
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103 ; with a trtfliag czo«ption, 103-4 ; Mving is conniming Itm tfaui U 
produced, but nil capital is consumed, 104 ; Mcanse it requires perpetoal 
renewal or bccatum labouren who produce it cousume their wagea, 105; 
oirculatiug and tixed capital, I05>7 ; fixed capital facilitates productioiif 
112n. ; industry limited bv capital, 117-19; law of diminishing retum^i 
176-^; increuM of population beyond that ot lS48an ov'd, 281-2, 3tf7^ 
wa^es of employer's labour, 194 ; pro6t on permanent improvements 
be included in rent, 196; canso of profit, 214-16; rent the resalt of] 
monopoly, 'i2S ; wages dependent od proportion between population and' 
oapital, 270r> ; profits depend on waaes, 302-5; htatoricaj fall of profits ' 
due to increasing ooet of labourer's suosUtence. 305 ; miuimum of profitSf 
305-6 ; iuci-ease of capita] reduces profits, 306-7 ; ooouteractin^ circum- 
stances, 307 ; effect of in trod action of railways on profits, 307-8 ; improve* 
ments muHt dimiuish rent in the absence of increased demand for pro- 
duce, 336-7 ; chapter on rent does not deal with variations of rent, 33S ; 
proportiooB in which produce is divided between rent, profits, and, 
wages, 358-0 ; Adam Smith's doctrine on difierences of wages not satis* 
factory, 364-5 ; real cause of the diflfcrenoes the want of effective competi- 
tion, 365-6 ; no generalisations as to the accumulation and dispeniou of 
large fortuues. 366 ; difference between the profits in risky and sal* 
businesses different in difien^ut countries, 369 ; erroneous formula for] 
rent of difTcreut acres of land at the same time, 37S ; unsatisfactoi 
aooount of production, 379-80 ; demand for commodities is not a demani 
for labour, 381 ; laws of wages, profits, and capitals absurd or uninteM 
ligible, 3S'2 ; pays more attention to distribution of wealth among^ 
indivijuals tbau hia predeceasorA, but doc« not give the subject its proper^ 
place. 383 ; book behind its time, 3{>0-l. 

Mill, John Stnart. Autohiographj/, 1873, early mstruction in political 
economy, 389 ; intimacy with Ricardo, ib. ; a manufactured man, ib, ; 
early controversy, 390 ; gap in economic studies, ib.; Principlt$ hastily 
writteu. 390 ; not abreast of the times, 390-1. 

UirabeaOi Victor de Kiquetti, Marquis de, Tht (Economical Table, an 
aiiempt towanU as'^ertaming ana tzhibiiing the source, progress^ and 
emphj^ient o/ ricJu^, with exftlanafions, by tht Friend of MankiwL 
transL from the French 1766, 'what manner* the income 'ia distributed/* 
185. 

Jfotury, A DitcourM, of—hting an Eitaay on that avb^ect hiitorically and 
politicalhj handled^ with rejicctiona on the present evtl state of the coin oj 
this linr^ioni, and propo-taU o/a nuthod/or the retnedUt 1696, capital tlM 
national Btock of treasure, 55 n. 

Murray, Dr. A. H., Xew English Dictionary on Historical Frincipies, 1888^, 
the word capital, 53. 

Pax^t, Wiluu-m, The Principles of Moral and Political PhQoaophij, 178fl» 
ten persons enjoy more happinens than five, 125; decay of population 
the ^eatest evil, and increase the greatest good, t^. ; want of customary 
subsistence a chock to population. 127-8. 

Parliamentary Papen : — 

Ittjtort/rom the Se-lcct Committee appointed to inquire into the Com TVod^l 
1812-13, Ko. 1B4, Sessional vol. iii. ; prices low when importation waa 
discouraged and high when it was encouraged, 151; recommends very 
high import price, lO. 
Report from thf. Select Committee on Petitions relating to the Com Lam, 
together with the Minutes of Evidence tmd an Appendix of Accounts, 
1813-14, No. 339, Sessional vol. iii., alarm caused by removal of obstaclsa 
to importation, 154 ; greater cost of growing com on poor land, 156 s| 
diminished proportion falling to rent, W. 
Pirst and Second lie^tortf from the Lords* Committees appointed to inqttirs 
Mto the State of the Orowth^ Commerce, and Conswnption qf Orain, and 
!^ laws relating thertlo, to vhom mere r^nrtd the itevtrai Petilkms 
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prtaetUzd to tht Tlofii' this $t»aioH (1813*14), respecting the Com Z^io«, 

1814-16, No. 26, SoMionftl voL v., 'progreu of improvement,' 155; high 

price neoeasary (or oultivation of poor land, 156; l&adlord'a proportion 

of produce declining, 340. 
Btpori from the Scltct Committte on the Poor Lawx, with the Minvia oj 

Bvulenrz and toi Appendix. 1817. No. 462, Sessional vol. vL, number of 

penons employed dependent on the unount of fonda for mftintenance of 

labour, 11314. 
' FirM and Second Reports by th^ Lords* CommilUt on the Rtsumption pf C<uh 

Pa)fmenU, 1819, No. 291, Seasional toL lii., nnmber of Enclosure Acta* 

150. 
/5r*< Report from the Cornvti^fiionerg appointed to collect information relative 

to the EmploymnU of (.'hildren in Fartorieji, 1833, No. 450, Seaaionai 

vol. XX., capital and workiu;; expenses of a cotton mill, 102. 
Third Report/rom the Select Committee on the State qf Agrictdfure, 1836, 

No. 455, Seaaionai vol. viii. pt. 2, number of Enclosure Acts. 150. 
WoAte Land* Enclosure AcCt, 1843, No. 325, Seaaionai vol. xUiii., nambet 

of Enclo9uro Acta, 150. 
Pamell, Sir Henry, Speech in ffanaard, deoiea law of diminiahing returns, 

151Z 
Petty, Sir William, Verbum Sapienti, 1691, comprehenaive computation of 

national vealth, 4 ; aggregate and not average wealth, 11 ; predeoeiaor 

of Gitfen'a Growth qfCapUal, 14. 
Several Essays in Politieat Arithm^ic.^ 1699, capital the stock of a trad- 

iuf; company, 55 n. 
Pitt, William, apooch in ffansard^ relief aa a right to large familica, 124, 
Pontaa, Jean. Dwtionnaire ds cos de conscience^ new ed.p Baale 1736, houaea 

productive, 24 n. 
Poor Laws Report. See Parliamentary Papers. 
Porter, G. K, Progress of the Nation in its various social and economical 

relations, frotn the beffinmng of the nineteenth century to the present time^ 

1836, prices of wheat, 149 ; number of Rncloaure Acta, 150. 
Poetleihwayt, Malachi, Dictionary of Trad'', ami Commerce^ 2d ed, 1767, 

national wealth dependent on quantity of bullion, 2 n. 
Prayer^ Book of Common, health and wealth together cover welfare, 1. 
Pulteney, William, Karl of Bath, Consideration* on the jyrtAent state f^ Public 

Affairs, 1770, national wealth identified with capital- wealth, 16. 

QuxsffAr, Fbahtois, (Euvres ^conomiqut-s et philosophiques^ ed. Angnate 
Oncken, 1888, ' biena ara^ita' not 'richeaaea,* 5; wealth a * Qux da 
productionfl,' 15: 'rioneaaca anuuolles ' the subject of the economioU 
table, ih. ; productive and atcrilo labour, 19 21 i aterilo labour can pro- 
duce, 22 n. ; the term ' diitribution,* 184-5 ; inefficiency of labonr due to 
inauffidency of wages, 232. 

RiCAHDO, David, The High Price of Bullion a pro<tf of the Depreciation q/" 
Bank NoUs, 1810 (4th ed. repr. in Works, pp. 261-301), a pamphlet on 

gractical poUtica, containing the aubatanoo of letters to the Morning 
'hronicUt 3. 
• — - Reply to Mr. Bosanquet's Practical Obscrvaiions on the Report qf the 
Bullion Committee^ 1811 (repr. in Works^ pp. 305-66), pamphlet on 
practical politics, 3. 
-^^ An Zfowxy rm the Injluenc^ of a Low Price qfCom on the. Profits o/Stoekj 
nhou'ing (he itifxpt'lirney of restrictions on importation ; with remarks tm 
Jifr. Mdlthnjt't (ivo fcut puhliralions, ' An Imjuiry into the Nature of Rrnt^' 
and ' 7'lu Qrowuts q/ an Opinion on the PoUcy of Restricting the Importa- 
tion of Foreign Corn,' 1816 (2d cd. repr. in Works, pp. 367-90), date of 
pnblirntion. 161 n. : dimlniahing returns. 165 6; rent to exclude proflt 
on capital ioveated, 194; objections to Malthua'a explanation ol the 
cause n( rent, 225 7 ; wages depend on the oomparative growth of popa- 
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Utlon nnA capital, 242-3 1 low pric« of oorn a/dvoeatod as prodndug hj 

Sro6tB, 'MOi pro5u f&ll with progren is ooiuequeoce of the greater 
ifficulty in producing neceawriM, 280-2; inereai e of rent due onlj to 
f&U of profit caused by diminution of returns, 315 ; aunierical illusfcra- 
tioD, 315']6 ; intereet of landlord opposed to that of every other claaSf 
318 ; rent cannot be raised by fall oi wages, 321 ; nor by improvemeota, 
ib. i except tompormrily, 321-2 ; a free trade pamphlet, 3$8. 

Rioardo, Dand, Prcponl* for an Economieni atid Secure CWmKy, wUh 
Oh«ervrUioiiuontfUPr^/U9o/thf Bank qf JSngland, as ihejf rtgard tJu puiJic 
and the proprifiw^ t^ Bank Stock, 1816 (2d ed. repr. is Worhtt pp. 
301 •4^), a pamphlet on practical politics, 3S8. 

On tht Prinripltjs (^fPoiuifol Kcofuymy and Taxation^ 1817. 2d ed. ISU* 

3d ed. 1821 (repr. in Works), value different from riches, 7: private 
property taken for granted, 9; progress compatible with diminishing 
producUvenesa, 13 ; question of unproductive laboar not dealt with, 27 ; 
arrangement of the book, 33-4 ; distribution not production the subject, 
38; four requisites of production, 41 ; looaliaation of industry, 48-9; 
definition of capital, 91 ; houses, clothes, and furniture included, ib. ; 
nature of sa^nns, 91-3; circolating and fixed capital, 93-4 ; criticiunot 
Barton's pamphlet, 114; amount of labour regulated by amount of cir- 
eulating capital, 115-16: reference to West, 1601 n, ; returns to 
Industry do actually diminish, 16G : praiiie of Torrens, 168; diathbotion 
into wages, pmHts, and rents, the principal problem of politioal economy, 
189 ; rent to exclude profits on capital luveated in the land, 194-5 ; rent 
of mines not rent, IQo ; rent to include profits on improvements inaapar* 
able from the land, 195-6 : profits a surplus over wages. 206 ; necessary 
to catise saving, ib, ; cause of rent, t227 ; theory of wages affected by 
raadiog Torrens, 343 ; natural and market rates of wages, 246-50 ; real 
wages unaffected by changes in the price of food or taxation, 2M)-7 ; 
natural rate rejected by Malthus, 257 ; profits fall in consequence of 
diminiahing returns, 285-9 ; ao cause of rising rent except diminishing 
rotama, 321 ; variation of wages cannot affect rent, ib. ; improvements 
temporarily diminish rent, 322-6 ; argument based on assumption of 
equal additions to the produce of eacn capital, 325 ; with regard to 
money rent it requires the assumption of proportionate additions, 328-7 t 
second class of improvements, 327-9 ; argument completely erroneoiiB^ 
329-31 ; admiasioD that improvements may eventually raise rent. 331-2, 
335 ; intention of dealing with the pro|>ortiona of produce falling to 
wages, profita, and rent, 3401 ; failure to carry it out, 342 7; his 
'money wages' vary with the proportion of produce nttniM rent falling 
to wages, 347 ; causes of variation in these money wages, ,'U8-52 ; nothing 
to say as to proportion of produce falling to rent, 352-3 ; probable belief 
ai to the three proportions, 353-4 ; differences of wages in dlffereut ero- 
ploymentB, 362-3 ; formula for rent paid in respect of different capitals 
at the same time, 373S ; the work can only be properly understood 
when read along with Ktcardo's practical pampliluts, 3S8. 

On Protftion to AgrxeiUturt^ 1822 (4th ed. repr. in irori'fl, pp. 455*96), 

returns sometimes increase, 167. 

Spet-chtit in IfaitAard, does not admit that returns do increase, 167. 

Lttters of, to Thomas RobtH Mafthits, ed. James Bonar, 18^7, abundanoa 

and wealth, 7 n. ; productive labour. 27 n. ; saving may be unproductive 
expenditure, llOn. ; machinery distinguished from capital, 112-13 : dates 
of publication of pamphlets in 1815, 181 n. ; restriction of imports lo^rers 
profits, 164-5 ; Loio Prirt written before reading West, 167 n. ; error of 
Malthus's theory that the poor law could not Increase food, 239 ; theory 
of profits, 290 ; 'peculiar opinions/ 388- 

— — WorkM, iVM M'CnHoch. 

Richardson, William, An Enxay on the ratiMS <{/ CA« Iheline of ik^ Foreign 
Trade, cmittnntntly of the Value of Lands in Britain, and on the means 
to reMore both (sometime* attributed to 3ir M. Becker), 1744, national 
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wealth dependent on qaantity of boTIIoD, 2 n. ; tha word * oapit&l/ 

Rivitr«, Le Mercier de 1ft, fte L» Rivifre, 

Rogers, J. K. Thorold, The First Nine Year* of the Sani qf Engiand, 1887, 
muqnotatioD of the Act, 8 and 9 W. & M. chap. xx. 64 n. 

Say, Jkan-Baptisti, TmiU (T Economie PoUdqnt on nmpte expointioit dtta 
mani^Tt dont He/orm^U, ne. diMribttenl tt ne roiuomnuni Ua riehtJtntfit iBted. 
1803. 2d ed. 18U, national wealth a lum of values. 6-7 ; partly oorapoeed 
of immaterial »rodncta« 25 ; divialon of the work copied, 35; nggested 
by Turgot'a R^jiaciona, \b. ; three elements of prodaction, 40; dls* 
adrantAgea of diviaioa of laboor, 40 ; distribution conoorned with wages, 
Ttrofit. and rent. 188-9. 

8cholle, (J., Dti. PotU fU. Ntmoun* tt f/coti phyiocratiqMCt 1888, China 
* fashionable ' in Adam Smith's time, 12 n. 

'— Journal dejt ^ronomw/M, July 1888, date of Targot*s R^flfxicnJ', 183 n. 

Senior, Nassau WiHism. Tuso Ltrturu on Popu/aiion, to which in addtd a 
formfpondfnt'i 'Wim^n Mr author awi the ftev. T. R, Malthus, 1829, pro- 
test aghinst the hclief that population tends to outran subsistence, 170 ; 
aivunient with Malthus, 1701. 

■ Thrtf Lecturejt on the ftatt cf Wa^jot, tcifh a. pr^are on thf rnu/if4 niui 
TtmtjilieA of tht pruaU diaiitrbancMy 1830. wages depend on the amount 
of the fund for tne maintenance of labourers compared with the number 
of labourers, 267. 

PolitiraJ Economy in Ehicydoptrdia Afftropolitana^ 4to, pi 43 (»oL vi.) 

1836, aud reprinted frequently In separate form, 8to, political economy 
not applicable where no exchanges taae place, 9; yet universally true so 
far as regards the nature and pro<luction of wealth, 10; wealth not 
material objects only, 28 ; pro^luctive and unproductive, 28-30; theory 
of production consists of observationa as to the three requisites, 40 ; 
labour and land primarv, capita] secondary. 41 ; invention not always 
the result of division of labour, 49 ; conception of capital, 103 ; fixed 
and circulating capital, 106; capital and oivision of labour. 110-11 ; 
fixed capital facilitates production, 112 n. ; capital and the amount of 
industry, 117; higher profits on small capitals. 103-4; distinotion 
between wages, prolit, nnd rent, 196-9 ; profit the reward of abstinence, 
213-14 ; rise and fall of wages, 268-70 ; rise and fall of proflU. 297-8 ; 
rise of rent in England due to increased pro<lootivcness, 33.*^ ; proportions 
in which produce is divided between rent, wages, and profits, 357-8 ; 
differonoea of wages in different employments, 364 ; profits in risky 
businesses, 369. 

Stamondi. J. C. L. Simonde de, De la JHchesBt CommtraaU on prinnpu 
d'^ronomie poiitupif nppliqv^ d la Ugidalton du conim^rr«, 1803. produc- 
tive and unproductive, 26 ; view of rent obieoted to by Malthus, 222. 

Bkeat. W. W., £tymotoyical Dictionary of the £ngti*h LangvagCt 1882, 
wealth an extended form of weal, 1 n. 

Smith, Adam. An Inquiry hUo tht. Natwrt and CavMe$ of the Wealth qf 
XtUionJif 1776. word wealth in title, 1 ; wealth not bullion only, 2 ; im- 
portance of exchangeable value. 5 ; private property natural, 9; nation 
a collection of individuals, 10 ; national wealth sometimes average, some- 
times aggregate, 11-12; sometimes produce per acre, 12 ; China wealthy, 

12 n. ; wealth confused with happiness and comfort according to Malthus, 

13 ; income wealth the subject, lo-16 ; productive and unproductive, 18* 
24 ; income wealth consists entirely of material object*, 24 ; inconsistency 
about durability, 26 : productive an honourable, and unproductive a 
humiliating appellation, 26 n. ; individnals' riches, 27 ; diTuions of the 
book, 82 ; circulation atid production, 36 : theory of production, 36-8 ; 
division of Uboar the only cause of increased pnranctiveness, 96 ; early 
part of Book i. an easay on division of labour, 37 ; confusion between 
productire and nseful, and between proportion and absolute aomber of 
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pnxftictiTB and ooprodaetHtt Ubonren, S7-8: nrigin of the triftd el 
productive rcuulsitcTi, 40; cverytbiu^ purthaAcJ by ia't->our, 4^; divUioa 
<rf Ubour equivalent to Mpantion of employments, 44 ; due to a track* 
ing diapoflition, tb. ; throe »dr«otaces, 45 ; oTer-spcciaU»&tton, 45-6 ; 
freqaent change of occnpatjoo caoMe aloth, 46 ; inveotion of machinery, 
46-7 ; omiation of localuatioD of industry, 47-8 ; differencee of uatut«l 
talent depreciated, 50 ; capital and stock, 66^ ; circnlating and fixed 
capital, 57-9 ; capital sometimes the money-nlae of thinas, sometime* 
the things themaelTea, 69-60 ; diTicion of oommunity's stock into reaerro 
for conaumption, circalatizuF and fixed capital, 60-4 ; capital sometamea 
not stock hot produce, pront on expenditure and pxx>fit on capital being 
confused, 54-71 ; capital the result of earing, 71 : paradoxicu meaning 
given to saving. 72-4 : capital a part of gross produce, 74-7 ; ciroolatinff 
capital ideotihed with anDoal produce, 7S-9 ; function of capital toyiela 
a profit, 79 ; to enable labour to be divided, HO-3 : function of fixed 
capital to abridge labour, 83 ; function of circ-nlating capital to fnmuh 
wages and matonals, and to put labour Into motion. S4 ; money excluded 
84'5; money and fixed capital included, 85; different quantities of 
Industry set in motion by four different employments of capital, 65-9; 
true direction of inquiry as to ca^tttal susgcated by the chapter on 
Money, 122 ; infant mortality the chief ohecVto population, 125 ; word 
* distributed' in title of Bk. i., 183; the term borrowed from Quesnay, 
185 ; theory of distribution tacked on to a theory of prioea, 186-S ; groea 
and net rent, 1S9 90; distinction between wages, profit, and rent, 
190-2; rent indodea profit on capital invested on the land, 194; whole 
produce of labour the natural wages of labour, 200 ; prolitB not a sort of 
wages, 200-1 ; obtained because capiuUsta haxard their stock, 201 ; 
labourers agree because necessitous, ^12 ; supposed alternative theory, 
202 n. ; only employers* pro6t« explained, 202-^ ; rent a monopoly price, 
21617 ; variation of rent the result, not the cause of variations of price, 
217; food for man always atforda rent. 217-18 ; other things sometimee 
do and sometimes do not afford it, 219 ; ' distribution ' deals with wages 
per head, profits per oent, and rent per acre, 230-1 ; high wages and 
u>w prices not incompatible, 233 ; wages naturally the woole produce, 
2iA ; wages determined by a bargain, ib. ; ordinary minimum the 
amount necessary to maintain a family, 235 ; fluctnationa above and 
below, S35-7 ; money wages dependent on prioe of provisioua, 237 ; 
profits vary inversely wiu wealth, 276 ; hign profits compatible with 
nigh wages in new colonies, 276-7 ; new territory and trades raise 
profits, 277 ; WAf;es and profits both low in stationary state, 277-8 ; 
doctrine rejected by Ricaroian achool, 270 ; causes of rise of rent, 310-12; 
view criticised by Buchanan, 312 ; contradictory theories as to the pro- 
portioD of produce taken by rent, 339-40 ; no theory as to proportions 
lalling to wages and profits, 340 ; advantages of all the different employ* 
meats equal, .359-60 ; five circumstances wmch counterbalance differences 
of pecuniary wa^'e«, 300-2 ; more labour in an hour's hard work than in 
twu hours' ea«y bustDesa, 363 ; riew that esteem for peculiar talent raises 
particular wages rejected by Malthus, 16. ; differences of pecuniary 
Tirnfits in difforrnt employments counterbalanced by other circumstances, 
307 ; fallacious explanation of high profits in risky businesses, 367-3 : rent 
of any particular piece of land at any given time depends on its fertility 
and situation, 370*1; practical character of the book, 383; scientifio 
character, 384. 

Spenco, Thomas, A Leetare read at Ou Philoaophical Society in NewcastU^ on 
Xovtmiber S/A, 1775, /or Printing of icAicA iht 8o<%tiH did the Author 
fA« honour to txpel him (rcpr. and ed. by R, M. uyndman in The 
NalionaliMition of the Laud in 1776 and 1882, 1882), early forerunner 
of Mr. Henry George argued against by Msdtiiua, 223 n. 

8pence, William, Britain irvlepcndaU 0/ Commerc€t orproqft deduced from 
on inrrtfirjation itOo the tnie tatuta o/the Wealth qf ^aHona <JtaC our nchta^ 
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prosptriiy and poictT are tUrived /rotn tovrees inherent in t»ir8€lves and 
w>uid not be affeeUd even thov^h our eommeree vfere annihilaied^ 1807, 
national wealth an acaamulation, 17. 
Spencwr, Herbert, The Man lersju the State, 1884, anticipated by Joieph 

TowDsend, 129. 
Stafutet :— 
8 and 9 \V. ft M. (1697), oh. 20, word * capital * used as an adjeotivei 54. 
13 Geo. III. (1773), ch. 43, relaxation of corn lawe, 151 n. 
31 Geo. ni. (1791), ch. 30, modification of corn lawsj lAO. 
44 Qoo. m. (1804), ch. 109, corn lawa BtreuKthoned. 151. 
Stenart, Sir James, Principles <^f Political Economy^ 1767j disapproval of 
estimating natiuual wealth by the quantity of ooin in olruulktioo, 4 ; 
dirision of the work, 32 ; localisation of industry, 48 n. 

Taxea, Consideraflons on, 1766, common belief that if living is cheap wages 
will be low, 234 n. 

Toolce, Thomas, A IJivtory of Price* and of the Matt oftht Circulation from 
1793 to 1837, 1838, Windsor prices of wheat, 148 ; monthly prices. 150. 

Torrens, Robert, Ai^ Etntny on th« JCzttmal Corn 7'rade, etc., e/c, 1815, a 
disquisition on distributioD, 35 ; long title. 167:8; praised by Kicardo, 
168; diminishing returns used in argumout against com Laws, ib. ', 
lutanl wages those to which the labourer is accustomed. 243-6 ; treat- 
ment of wages approved iind followed by Hicardo, 2i& * necessity of 
cultivating poorer land raises rent, 320; protection tantamount to pen- 
siuning the landed .iris toe racy, ih. 
—~ Ah Euay on the Prcniuction of Wealthy teith an AppeneliXf in ic/nVA the 
principle* ^f jtolitical economy are apj^ied to the actual circuvuiancc* of 
thU coHtitry^ 1821, vaIuc dependent on existence of private property and 
not a necessary attribute of wealth, 8; term production as name of a 
division of political economy, 35 ; first long treatise on production. 39 ; 
three inBtniments of production, 41 ; localisation of industry. 49 ; fixed 
capital facilitates production. 112 ». ; laud a requisite of production, 
123; diminishing returns a general rule, 1C9; profits taken to be a 
certain pcrcentaKc of the coat of production, SOS. 

Townsend, Joseph, A DiMtrrtation on the Poor I^tcs, by a letll-vfisher to man' 
Lind, 1786, repr. 1817, and in Ovorstone'i JSdtct 7racl«, * Misoellaneoos * 
vol. 1859, nrinciplea of population an argument against the poor laws, 

129 ; poor laws encoaragc breeding from the worst varieties, ib. ; restric- 
tion of cottages a chock to population, 120-30 ; proposal* for reform, 

130 n. 

— A Journey throttgh Spain in the yean 1786 find 1787 with particular 
attention to the agricidturet mani^acturett commereet poptdationf taxe*, 
and itvenue of that country, awi t'cmarXvi in pawing ihroviffh a part q/ 
/"rancc, 1701. 2d ed. 1792, ' principles of population^ 129. 

Target, A. R. J., R^fiexion* wr la formation tt la distribution de* richeMti, 
1770. title flitgf^csts division of J. -B. Say*B Traits, 35; origin of division 
of lalK>ur asoiibcil to dilfurences of soils, 48 ; use of term * distribution,' 
18.3-4 ; date of the work, 183 n. ; hare subsistence wages, 232. 

■ Ob*ertxi4ion* mtr U v^moire de M. dt Saini-Peravy, p/r., statement of 
tlie law of diminishing returns, 147-8. 

Twlss, Sir Travers, Vitte of the Prvjrcss of Political Economy in Evropc 
since the sixteenth centuri/, 1847, criticism of Adam Smith's inclusion of 
revenue in stock, 64 ; this not noticed by J, S. Mill. 103. 

VaCBAir, Manhftl, La i^fme Royal", 1707» true riches consist of an abund- 
ance of necessaries, 15 ; greatness of kings measured by the number of 
their subjects, 124. 

Waksfikld, Edwakp (iiBBOK, An Inquiry into the nature and cuum-j oftht 
Health qf Nation*^ by Atiom SmUk, u^* notufrom Ji^cardo, M*GidUiek. 
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Elements 
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Arthur L. Bowley, 

^ M.A.. F.S.S.. 

Ltctum in Statiitics at th» London School 
- - of Eionomici and Piftiltcal Sdrnft ; 

Or Cobdn and Adam Smtik Priatmrnt, 

CitmbrtJf§ ; 

Guy Stiver Mednlltst of th4 RojuU 

Statistical Svcttty ; 

Stwmarch Ledurew, 18^7—1898; 

Author of " Wagti in tht United Kingdom 

f'a tht 19XA CmiuTf" 



Statistics. 



A TEXT-BOOK dealing with the methods and pbinciples op 
STATISTICS reco^ised by Btatlstical experts or used by official 
statisticians. The methods by which accurate statistics can be 
collected are examined and illustrated, and the technique of statistical 
representation discussed. Considerable space is allotted to the subject 
of AVERAGES and of GRAPHIC REPRESENTATION, and maoy examples are 
given of their use and abuse. Other subjects, little discussed in any 
books easily accessible to English students, such as the accuracy of 
RESULTS and the interpolation op hissing estimates, are also dealt 
with in Part I., while in Part 11. will be found an elementary 
introductioh to modern mathematical statistics, with a careful 
analysis of the groundwork op the theory of error. 

Economic Journal.— " The London School of Boonomles bA«. since Its found&Uon, bad 
•yilrnuille counes of lecinm on the elemtoti oF ttatlstlci, and (hn School therefore It eatllled 
to Uiare with Mr. Bowley the confraiuUtloni which are due 10 hUn fot supplying a tone-felt 
waiu. Without funbar ado It may be plainly «uicd that, wbatever lis aboncomincs, thb book 
li the best on the elenienls of Stailkllca wrtlten to EnglUh, French, GermoB, or Italian.** 

VMvtnity Extemion Journal.—" Tbls U a work Cor which In Itself we have co nce ived eo 
■Imott unqualified adinlrmtlon. lu ab&olute merits art crest enough to enable U to dispense 
with such added praise or mlttgatloQ of ccDSore as pioneer work may often lascly ask. It Is 
really the hru connected EnclLsb treatise which assumes the existence of the newcat vartecf 
of the biiinati species, the serious and sclentlhc student of statUtics. To nuet the eoBi 
tuperatiilon that * anything may be proved by statistics,' there can be no twiter means thsa 
refer the objector to ju^t such a work as this. But In the present sute of statistical knowl«dC> 
or raiher of sutUikal ignorance. It would be of Uttle use so to refer him if the work Itself ' 
not well and brlubily written, as Is tbla, with here and Uwre those quiet glewna of horaoor 
that mark the author for the skilled teacher that be is." 

Journal 0/ llu Inttitmt* 0/ A ctuaritt.—" A ko<^ English texl-book 00 Statistics has been a 
loHK-felt want, and there can be Uitlc doubt but that Mr. Bowloy has supplied this warn la an 
admirable way." 

P. S, KING & SON, Orchard House, Westminster. 
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FACTORY LEGISLATION. 

By B. L. HUTCHINS and 
A. HARRISON, B.A. (Lond.). 



WITH A PREFACE BY SIDNBV WEBB. 
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Edited by PROP* W. A. 5. HEWINS, 
Director, London School of Economics. 



DAILY NEWS.— *'The spcciil value of this book lies In the evideoce 
displayed throughout of thorough study of the original sources of informAtion, 
supplemented by penonal investigation. It thus places before the public 
information extracted from the reports of Factory Inspectors and Royal 
Commissions, which will enable the general reader to form a sound opinion 
on one of the most important departments of State aciivity. . . . But Miss 
Hutchins and Miss Harrison by no means con&ne themselves to the mere 
record of events. No one can read even the brief summanes of the evidence 
which they give without becoming firmly convinced that the factory legislation 
has fully justified its existence" 

DAILY CHRONICLE.—" We are helped very much by such a work as 
that of Miss Hutchins and Miss Harrison. They give us an excellent account 
of what has already been done in such a way as lo poini to the mistakes that 
have been made in the past, and bow they may be avoided in the future. 
Their book ... is a piece of genuine research, giving most valuable and 
trustworthy guidance lo the student and social reformer." 

STANDARD.— ** The value of the book does not depend on lU main- 
tenance of a proposition, but on Its importance as a contribution to the study 

of economic history." 

FABIAN NEWS.-^*'ln this admirable and comprehensive book the 
authors have traced the evolution of Factory Act regulations 'from a vaguely 
benevolent and >;eneral type of enactment ' to a stage ' more particular, more 
detailed, and more scientifically directed.' Mr. Webb, in one of those able 
prefaces that be so cleverly writes, points out how neces.'tary such a history 
was, and the authors have dispassionately and clearly pieced together the 
details of the various agitations in favour of legislative enactment, and of the 
luccessive Acts dealing with the evils incidental to factory life. ... A book 
that should Justly become the standard history of factory legislation." 




KING & SON, Orchard House, Westminster, 



HISTORY 

or THE 

ENGLISH POOR LAW. 

Vols, I. and II., in ccmudicm with the Legislation and othtr CimtmsUint^f afetting 
the Condition of Ikt BeopU. 

A J). 934-1853. Sew Revised Edition, Ufith a Biography and 
Portr^t cf thi Author, 

BY 

Sir GEORGE NICHOLLS, K.C.B., 

Poor Law Commissioner and Secretary to the Poor Law Board. 

VoL III., 1834 to 1S9S. being an Independent as mil eu < Smpptewuntary Volume 
to Voli. I. and II. 

BY 

THOMAS MACKAY, 

Author of '- The English Poor." &c. 



Vols. L and IL, 940 pp. Demy 8vo. Cloth* 309. 
Vol. in. 630 pp. Demy 8vo. Cloth, aw. 

Or the Three Volumes Complete, £^ 2s. net cash. 



Vols. I. & 11. — The demand for this standard work, which has been 
out of print for some time, since its original publication in 1654, has 
been such as to call for a new edition. 

DAILY NEWS.—"U bus now been before ifae world for eooilderably more than fbnv 

?rcan and bu loug unce taken Its portion u^ ibe uaiidaiil autbodty on the aub>eci of whicn 
t treats." 

SPECTATOR.— '*1h\t n«w edition of a work, wblch has alrao<:t become a dtMle. la 
enrtcfaed by u life of the Botlior, and b]| many notes. Tha traattueiit imbraccf the whole at 
Eii|jli«h MtMory, and It drali not only with the v-aiioiit [aw« on paupcnam, but also with the 
Cduans wblch produced It, and which aegravated the disease." 

Vol. in.— This Volume, which is a Supplementary Volume to Sir 
George NichoUs's work, has been written uy Mr. T. Mackay, author 
of " The English Poor," &c., who is a well-known and recognised 
authority on the subject. 

PALL UALL (;^2£r7£.—M As befits the aeqael toaclanJe.thliwork at once (akeahs 
place Id ibe hr»t h-oni of tbe hteraiare on the subject. This bu such slgoaJ merUa ot Its own 
that sjM.'CUllstB will have tu reckon with It." 

QVAKTERLY «£V7/iH'.— " Mr. Mackay has produced a rcinarbiblc book, written In 
a popular style, which will apueat to a wider circle of readers Uun either official publlcadoot 
or purely adentlfie works can nope for." 
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PARLIAMENT : 

ITS ROMANCE 
ITS COMEDY 
ITS PATHOS. 

BY 

MICHAEL MACDONAGH, 

r«?W 0/ "7Ai Booh of PartiamiHt:' and "Irish Li/i Md ChmuUr,'* 
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Contents : — 

The King: His Prerogatives and DisabiH ties— The First of onr Cor- 
stitutional Sovereigns — How Edward VII. Opened his First Parliament— 
The Old House of Commons and the New — The Old House of Lords and 
the New— " Privilege ! Privilege ! "—The Great Seal of England— The 
Kvolution of the Parliamentary Oath — Maiden Speeches— The Quaint 
Side of Pariiament — Unparliamentary Expressions— The Current Coin of 
Politicians— " Hansard" — The Humours of Parliamentary Reporting — 
Last Speeches of Great Parliamentarians. 

SOME REVIE'WS. 

TlStES,^" Altboogb a Rood man)- iKtoks have already been writtrn on our I>i;l»la- 
(iire. ihtrr u room (or more, espeeliilly wbun the writer is well lo(oniicd *Md know* how 
to liitcce<t hU reader." 

ST. JAXIESrS GAIBTTE.—"Th9 book to wbU wiUtei), well InforxDed. and U 
altogDiber mo«t BttrMiive aad readable." 

PALL MALL G^/£7TK.— " It la the tteat picture of Parltamctit In all iivaipecta 
thai has been got togetber within ibc corers of one volume." 

DAILY HXrff£55.~"'Parl]aroeol' U w brightly written that 00 one will akip a 
Un« of tbtB pleasant and profitable oomplUtlon." 

ACADEhiY.— "Into Ihli wonderfbl theatre of policies and paulont, of endarln); 
measures and p«««lnK men, Mr. MacDonagh takes us wlih the ftklll of a eomplotely 
Infotmvd Eiildc. His chapters oa the KInf't prrrDttatlvei, on Qu«en Victoria'* rclatloni 
with her Cablnrts and pAr(lamral«, and on the Grrat Seal of Hni;Und, are a Uttle aalde 
from the rest of the book, but they are In no way &uperfliioiu. They ciieod our vision 
Into the hii:br-r pjrta of ihc ConMltutlon and kIvc atmosphere and explication to the 
wholr. . . . We have aklirmed only a Hide of Mr. MacDonagb'a cream, and tb« reat we 
Irave with conhdence. and wUh hearty recommrjidatlon, to the raaderi of thU moil 
entertaining book." 

ILLUSTRATED LOSDOS ^£l^5.—- II U alill a legal maitm that 'the Klogcaa 
do no wrong.' His Minlsicra may ecr. but he U Infallible. He Is alio dcaihleaa, for. 
according to thf li>\v. ihr SovnclKn nt-vrr dk-a. Moreover, be la omnlscleat from the 
momeBl of his birth, and a despot In his cradle. N'othlne comes nf (his otimisclence and 
dopobsm. but that is the beauty cf the Consiltutlcn. Mr. M^cDonatcb describe! ihou 
Krave affairs wlih tiiifulllDs vruJldon and a siv humour which Is very lakliiR, Nothing 
brtter thnn hU iiurratlve ul tbe aHvt-niuttn of iliir Grrat Seal of Engfand (ocUM tiaed for 
making pancakes) tilo t>e found In the works of Mr, W. S. Cllbeil." 
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AND 



HOW IT WAS ACHIEVED. 

THE STORY OF 
LORD DURHAM'S REPORT. 

BY 

F. BRADSHAW, B.A., 

Smuof Huinu ExhibitioH/r^ Brasmou CclUgt, Oxford, 



CONTENTS:— 

Chap. I. Lord Durham and his Party. 

„ II. The Cession of Canada and the Two Cons tit utiona. 

„ III. I^ Nation Canadienne, 

IV. The Partbg of the Ways. 
,, V. English versw French. 

VI. The Rebellion. 
VII. The United Empire Loyalists. 
M VIII. The Beginnings of Radicalism. 

IX. The Rise and Fall of Mackenzie 
., X. Lord Durham in Canada. The Ordinance. 

„ XI. The Governor- General '5 Tour. 

.1 XII. Disillusionment. 
., Xin. Resignation. 

XIV. The Return to England. 
„ XV. Lord Durham's Reception in England. 

I. XVI. The Durham Report :— Lower Canada. 

XVII. ., ., „ Upper Canada and the Marlcnne 

Provinces. 
., XVIII. „ „ „ Public Lands and EmigratioQ. 

,» XIX. M „ „ Recommendations. 
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Poor Law Conferences, 1902-3. 

Proceedings of the Central and District Poor Law Con- 
ferences, held from April, 1903, to March, 1903, with the 
Text of the Papers read and the Discussion thereon, and 
Report of the Central Committee. With Frontispiece and 
Index. Demy 8vo, Cloth, 7S0 pp. xa;. net. 

Civilisation In Con^oland. 

A Story of International Wrong-doing. By H. R. Fox 
Bourne, Author of" A Memoir of Sir Philip Sydney,*' "The 
Life of John Locke," &c. With a Prefatory Note by Right 
Hon. Sir Charles W. Dilkb, Bart., M.P. Demy 8vo, 
334 pp., with Map. I05. 6d, net. 

Slachters Nek Rebellion. 

The Rebellion of 1815, generally known as "Slachters Nek." 
A complete collection of all the Papers connected with the 
trial of the accused ; with many important annexures. Edited 
by H. C. V. LiEBDRANDT, Keeper of the Archives, Archive 
Department, Cape Town. Printed and Published by instruc- 
tion of the Government of Cape Colony, Royal 8vo, 980 pp., 
with large Map. loi. 6d, net. 

Sewafire Works Analyses. 

By Gilbert J. Fowlbr, M.Sc. (Vict.) F.I.C., Superinten- 
dent and Chemist, Manchester Corporation Sewage Works. 
Crown 8vo, Cloth, Plates and Illustrations. 6s. net 

Public Health and Housing. 

The Influence of the Dwelling upon Health in Relation to the 
Changing Style of Habitation. By John F. J. Sykes, M.D., 
D.Sc. (Edin.;, Medical Officer of Health, St Pancras, &c. 
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